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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recom- 
mendation. This  listing  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report  and  the  audited  agency's 
reply  thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  replies  of  the  Public  Employees'  Retirement 
Division  and  the  State  Auditor's  Office  are  included  in  the  back 
of  this   report. 

Page 

1.A    Compare  the  benefits  payroll  on  a  periodic 
basis  to  the  most  recent  tape  files  of  deaths 
reported   to  the   Department  of  Health  and 
Environmental   Sciences.  7 

Agency   Reply:      Concur.      See  page  89. 

1.B    Confirm  the  existence  of  benefit   recipients 

who  retired   prior  to  July   1,    1979.  7 

Agency   Reply:      Concur.      See  page  89. 

2. A  Require  all  disabled  members  of  the  Public 
Employees'  Retirement  System  to  submit  an 
"Annual  Statement  of  Income"  and  corrobo- 
rative information   supporting   the  statement.  9 

Agency   Reply:      Partially  Concur.      See 
page  89. 

2.B     Implement  procedures  to  verify  that  income 
reported   by  disabled  members   is  correct 
and  that  their  benefit  payments  are  within 
the  limit  allowed   by   law.  9 

Agency   Reply:      Concur.      See  page  89. 

3.        The  Public   Employees'    Retirement  Board 

review  disability   records  for  all  the   retire- 
ment systems  to  determine  that  the  individ- 
uals continue  to  qualify   for  disability   benefits.  10 

Agency   Reply:      Concur.      See  page  90. 

4. A     Initiate  procedures  to  ensure  a  thorough 
verification  of  final   average  salary  to 
retirees.  12 

Agency   Reply:      Do   Not   Concur.      See 
page  90. 


SUMMARY  OF   RECOMMENDATIONS   (Continued) 
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4.B     Require  a  second  verification  of  death 

benefit  calculations.  12 

Agency   Reply:      Concur.      See  page  90. 

4.C     Establish   procedures  to  correct  the 
inadequate  segregation  of  duties 
described  above.  12 

Agency   Reply:      Concur.      See  page  90. 

5. A     Implement  procedures  to  periodically 
inform   inactive  members  of  the  status 
of  their   retirement  accounts.  14 

Agency   Reply:      Concur.      See  page  90. 

5.B     Pay   interest  on  all   inactive  members' 

accounts.  14 

Agency   Reply:      Concur.      See  page  90. 

6. A    Comply  with   state  statutes  and  deposit 
social   security   interest  income  in  the 
Earmarked   Revenue   Fund.  17 

Agency   Reply:      Do  Not  Concur.      See  page  91. 

6.B     Establish  an  equitable  and  consistent 
method  for  charging  each   retirement 
system  for  administrative  costs.  17 

Agency   Reply:      Concur.      See  page  91. 

6.C     Request  legislative  clarification  of  the 

statutes  defining  the  administrative  costs 
which  may  be  defrayed   using   social   secur- 
ity interest  income.  17 

Agency   Reply:      Concur.      See  page  91. 

7.       Test  the  accuracy  of  all   retirement  data 
using   statistical   sampling  techniques   prior 
to  furnishing   it  to  the  actuary.  18 

Agency   Reply:      Concur.      See  page  91. 
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8.  The  Office  of  the  State  Auditor  transfer 

the  state's  share  of  retirement  contribu- 
tions to  the  Municipal    Police  Officers' 
Retirement  System  at  the  time  specified 
by  statute.  19 

State  Auditor's   Reply:      Concur.      See 
page  94. 

9. A       Perform  annual   formal   reconciliations  of 

the  financial   statements  and  SBAS.  20 

Agency   Reply:      Concur.      See  page  92. 

9.B       Report  annually  to  the  Department  of 

Administration,    Accounting   Division,    the 

significant  differences  between  the  PERD 

financial   statements  and  amounts   recorded 

on   SBAS.  21 

Agency   Reply:      Concur.      See  page  92. 

9.C       Calculate   refunds   payable  by  summing 

contributions  and   interest  for  the  appro- 
priate individual   accounts.  21 

Agency   Reply:      Concur.      See  page  92. 

10. A  Establish  disaster  file  retention  proce- 
dures that  will  adequately  backup  the 
division's  computer  files.  23 

Agency   Reply:      Concur.      See  page  92. 

10.  B    Adequately  secure  the  new  system 
against  unauthorized   access  and   re- 
quest CSD  to  adequately  secure  the 
programs  stored   in   production   libraries.  23 

Agency   Reply:      Concur.      See  page  92. 

10.  C     Develop  an   adequate  operations  manual.  23 

Agency   Reply:      Concur.      See  page  92. 
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INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the  Public 
Employees'  Retirement  Division  (PERD)  for  the  two  fiscal  years 
ended  June  30,  1980.  The  objectives  of  the  audit  were  to:  (1) 
determine  if  the  division's  financial  statements  present  fairly  the 
financial  position  of  the  various  retirement  funds  for  the  two 
fiscal  years  ended  June  30,  1980;  (2)  determine  division  compli- 
ance with  applicable  laws  and  regulations;  and  (3)  make  recom- 
mendations for  improving  division  management  and  internal  con- 
trols. 

We   thank   the  PERD  staff  for  their  cooperation  and  assistance 
during  our  audit. 
BACKGROUND 

The  Public  Employees'  Retirement  Division  of  the  Department 
of  Administration  administers  the  activities  of  six  independent 
retirement  systems: 

(B) 


(A) 

Members 

Active 

Receiving 

Percentage 

Members 

Payments 

(B) 

to  (A) 

Public  Employees 

29,109 

5,910 

20% 

Municipal  Police  Officers 

450 

319 

71% 

Game  Wardens 

89 

30 

34% 

Sheriffs 

528 

41 

7% 

Judges 

33 

14 

42% 

Highway  Patrolmen 

213 

103 

48% 

TOTAL  30,422  6,417 

The  division  is  also  responsible  for  the  disbursement  of  benefit 
payments  to  234  volunteer  firefighters  who  qualify  under  section 
19-12-401,    MCA,    and    for   the  collection  and  disbursement  of  social 


security  tax  payments  from  the  state  and  various  local  government 
entities. 

An  actuarial  evaluation  of  each  retirement  system  is  per- 
formed biennially  to  determine  the  soundness  of  the  system's 
funding.  As  determined  by  the  actuary,  three  systems  have  ade- 
quate funding  and  three  receive  insufficient  funding  to  finance 
the  unfunded  liability.  The  financial  position  of  the  Municipal 
Police  Officers'  Retirement  System  has  improved  since  the  last 
evaluation.  All  cities  have  signed  contracts  with  the  division  to 
finance  the  unfunded  liability  of  the  Municipal  Police  Officers' 
Retirement  System.  As  provided  by  the  1979  Legislature,  the 
state  and  employer  contribution  rates  were  each  increased  by  two 
percent  and  employees  contributions  were  increased  by  one  and  a 
half  percent. 

The  results  of  the  actuarial  evaluations  are  presented  below. 
The  evaluations  were  based  upon  fiscal  years  1978-79  and  1979- 
80. 


Retirement  System 


Public  Employees 

Municipal   Police  Officers 

Game  Wardens 

Siieriffs 

Judges 

Highway  Patrolmen 


Amortization  Period 

Adequacy  of 

(Years)  of 

Funding 

Unfunded 

Liability 

6/30/80 

6/30/78 

6/30/80 

Adequate 

37 

48.2 

Not  Adequate 

* 

* 

Adequate 

* 

40 

Adequate 

21 

20 

Not  Adequate 

* 

•>v 

Not  Adequate 

* 

* 

The  system  was  not  adequately  funded  to  amortize  the  unfunded 
liability  over  40  years. 


The    primary    source    of    funding    for   all    the    retirement   systems    is 
employer    and    employee    contributions.       In    addition,    the    Judges' 


Retirement  System  receives  a  percentage  of  court  fees  collected 
and  tine  Game  Wardens'  Retirement  System  receives  100  percent  of 
fines  and  forfeitures  generated  from  fish  and  wildlife  violations. 
For  more  detailed  explanations  of  the  status  of  the  funds,  refer 
to   the   notes   of   the   various   financial   statements   (pages  24  to  80.) 

The  purpose  of  the  retirement  systems  is  to  provide  ade- 
quate retirement  benefits  on  a  funded  basis  to  retired  public 
employees  in  the  most  efficient  manner  possible.  For  a  descrip- 
tion of  each  plan,  see  the  notes  to  the  various  financial  state- 
ments. 

There  are  30,422  active  members  and  10,428  inactive  members 
of  the  retirement  systems,  representing  approximately  400  member 
employers: 

Types   of  Employers  Number 

/  State  Agencies 
County  Governments 
City  Governments 
Universities 
County  High  Schools 
School  District   Schools 
Other  Agencies 
TOTAL 

The  division  is  governed  by  a  five-member  Public  Employees' 
Retirement  Board  whose  members  are  appointed  by  the  Governor 
to  five-year  terms.  The  board  has  exclusive  control  over  admin- 
istering the  funds  of  the  six  retirement  systems.  The  Volunteer 
Firemen's  Fund  is  administered  by  the  Division  of  Workers'  Com- 
pensation,   Department  of   Labor  and    Industry. 

The  Treasury  Division  is  custodian  of  the  retirement  funds, 
subject     to     the     board's    administrative    controls.       The    Board    of 


57 

56 

70 

6 

12 

171 

41 

413 

Investments  invests  system  assets  in  the  various  securities  al- 
lowed by  law.  The  Attorney  General  acts  as  legal  counsel  for  the 
Public   Employees'    Retirement  Board. 

The  Public  Employees'  Retirement  Division  receives  a  legisla- 
tive appropriation  from  the  Earmarked  Revenue  Fund  for  adminis- 
trative expenditures.  Periodic  transfers,  not  to  exceed  the 
amount  of  the  appropriation,  are  made  from  the  Public  Employees' 
Retirement  System  (PERS)  agency  fund  to  the  Earmarked  Revenue 
Fund.  Administrative  expenditures  are  paid  from  the  Earmarked 
Revenue  Fund.  We  perform  compliance  tests  of  expenditures  from 
this   fund    during   our  periodic   Department  of  Administration   audit. 

The  division  accounts  for  the  collection  and  disbursement  of 
social  security  payments  for  public  employees  and  employers  in 
the  Social  Security  Trust  Fund.  The  Board  of  Investments  in- 
vests social  security  collections  as  they  are  received.  Social 
security  investment  income  was  $970,000  in  fiscal  year  1978-79  and 
$1,431,000  in  fiscal  year  1979-80.  The  investments  are  redeemed 
quarterly  to  disburse  to  the  federal  government  the  necessary 
payments  for  the  social  security  contributions.  The  payments  to 
the  federal  government  are  payable  30  days  after  the  end  of  each 
quarter. 
RECOMMENDATIONS   OF   PRIOR    AUDIT 

We  performed  an  audit  of  the  division  for  the  two  fiscal 
years  ended  June  30,  1978.  The  audit  report  was  issued  in 
October  1979.  The  report  contained  16  recommendations  which 
are  still  applicable  to  division  operations.  The  division  concurred 
with    10    of    the    recommendations    and    partially    concurred    with    6. 


Of  the  16  recommendations,  the  division  implemented  6,  partially 
implemented  6,  and  did  not  implement  4.  Discussions  of  those 
recommendations  still  applicable  to  division  management  are  in- 
cluded in  this  report  as  recommendations  #1,  2,  3,  4.C.,  5,  6.B. 
and  10. 
INTERNAL   CONTROL 

As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  division's  system  of  internal  accounting  control  to  establish 
a  basis  for  reliance  thereon  in  determining  the  nature,  timing, 
and  extent  of  other  auditing  procedures  necessary  for  expressing 
an  opinion  on  the  financial  statements  and  to  assist  in  planning 
and   performing  our  examination  of  the  financial   statements. 

The  objective  of  internal  accounting  control  is  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition  and  the 
reliability  of  financial  records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets.  The  concept  of  reason- 
able assurance  recognizes  that  the  cost  of  a  system  of  internal 
accounting  control  should  not  exceed  the  benefits  derived  and 
also  recognizes  that  the  evaluation  of  these  factors  necessarily 
requires  estimates  and  judgments   by  management. 

Our  study  and  evaluation  of  the  division's  sytem  of  internal 
accounting  control  for  fiscal  years  1978-79  and  1979-80  would  not 
necessarily  disclose  all  weaknesses  in  the  system  because  it  was 
based  upon  selected  tests  of  accounting  records  and  related  data. 
Our    tests    disclosed    no    material    weaknesses    in    internal    control. 


However,    those    internal    control    weaknesses    identified    during    the 
audit    and    which    warrant   managament's    attention    are   described    in 
various   sections  of  this   report. 
CONTINUATION   OF    BENEFIT    PAYMENTS 

The  division  does  not  have  adequate  procedures  to  ensure 
that  retirement  benefit  payments  cease  upon  the  death  of  a  re- 
tired member.  Presently  the  PERD  relies  on  a  third  party  to 
notify  them  of  a   retired  member's  death. 

In  the  previous  audit  we  noted  that  a  retired  member's 
widow  continued  to  cash  his  retirement  checks  for  several  months 
after  his  death.  To  strengthen  control  we  recommended  that  the 
division  compare  the  benefit  payroll  to  the  most  recent  tape  files 
of  deaths  reported  to  the  Department  of  Health  and  Environmental 
Sciences  (DHES).  The  division  concurred  with  the  recommenda- 
tion,   but  it  was  not  implemented. 

The  DHES  has  maintained  magnetic  tape  files  of  the  deaths  of 
all  Montana  citizens  since  1954.  As  of  January  1,  1979  the  file 
contains  the  social  security  numbers  of  the  deceased  persons. 
This  information  is  available  for  use  by  the  Public  Employees' 
Retirement  Division.  The  cost  of  performing  an  annual  compar- 
ison of  the  DHES  death  files  to  the  benefit  payroll  would  be  less 
than  $50  and  would  require  approximately  four  hours  of  review  by 
division   personnel. 

We  compared  the  July  1980  benefits  payroll  with  the  current 
DHES  file  of  individuals  who  died  after  July  1,  1979.  We  identi- 
fied an  instance  where  the  division  continued  payments  to  a 
retiree's    bank    account    for    almost    a    year    after    he    died.       The 


PERD  had  not  been  notified  of  the  retiree's  death.  We  noted 
warrants  totalling  approximately  $6,000  cashed  subsequent  to  the 
recipient's  death.  We  have  notified  PERD  officials  of  the  situation 
and   they  have  stopped   payment  to  the  retiree's  account. 

The  comparison  of  the  benefits  payroll  with  the  DHES  files 
cannot  practicably  be  made  for  deaths  prior  to  January  1,  1979, 
because  the  DHES  files  did  not  include  social  security  numbers. 
The  division  may  be  paying  retirement  benefits  to  persons  who 
died  prior  to  that  date.  The  division  should  implement  a  proce- 
dure to  confirm  the  existence  of  persons  receiving  benefit  pay- 
ments. 

RECOMMENDATION    1 

WE    RECOMMEND   THE    DIVISION: 

A.  COMPARE  THE  BENEFITS  PAYROLL  ON  A  PERIODIC 
BASIS  TO  THE  MOST  RECENT  TAPE  FILES  OF  DEATHS 
REPORTED  TO  THE  DEPARTMENT  OF  HEALTH  AND 
ENVIRONMENTAL   SCIENCES. 

B.  CONFIRM  THE  EXISTENCE  OF  BENEFIT  RECIPIENTS 
WHO    RETIRED   PRIOR   TO   JULY    1,    1979. 

DISABILITY    REVIEWS 
Disabled  Members   Income 

Because  PERD  has  no  reliable  procedure  to  verify  reported 
income  of  disabled  members  of  the  Public  Employees'  Retirement 
System,    persons    have    been    paid    more    in    disability    benefits    than 


the  amount  allowed  by  law.  During  our  previous  audit,  we  deter- 
mined controls  to  prevent  overpayment  to  disabled  retirees  were 
not  adequate.  We  recommended  that  the  division  implement  proce- 
dures, in  cooperation  with  the  Employment  Security  Division 
(ESD)  of  the  Department  of  Labor  and  Industry,  to  verify  that 
income  reported  by  the  disabled  members  was  correct.  The  PERD 
concurred   with   but  did   not  implement  this   recommendation. 

For  members  of  the  Public  Employees'  Retirement  System, 
section  19-3-1103,  MCA,  requires  that  a  disabled  member's  benefit 
plus  employment  earnings  shall  not  exceed  the  amount  of  his  final 
monthly  compensation  at  the  time  of  his  retirement.  The  disabil- 
ity benefit  should  be  reduced  until  the  benefit  plus  earnings  is 
equal   to  his  final   monthly  compensation. 

The  ESD  receives  quarterly  reports  of  employees'  earnings  in 
the  state  of  Montana.  We  compared  a  list  of  PERS  members  receiv- 
ing disability  income  with  ESD  records  to  determine  whether  the 
members  were  receiving  more  benefits  than  allowed  by  law.  We 
reviewed  the  records  of  eight  PERS  disabled  members  who  earned 
between  $2,000  and  $12,000  in  1979.  Six  are  receiving  more 
disability  benefits  than  allowed.  The  amount  of  overpayment  to 
each  member  varied  from  under  $300  to  nearly  $3,000  for  the 
year. 

PERD  does  not  require  all  disabled  members  of  the  Public 
Employees'  Retirement  System  to  submit  "Annual  Statements  of 
Income."  We  found  that  the  division  sends  inquiries  to  a  limited 
number    of    members     receiving    disability    benefits.       Of    the    eight 


disabled  members'  files  we  reviewed,  two  had  submitted  a  State- 
ment of  Income.  The  amount  reported  by  the  two  members  was 
less  than  that  actually  earned  and   reported   to  the   ESD. 

ESD  records  are  not  a  complete  source  of  earnings  informa- 
tion because  they  exclude  self-employment  and  out-of-state  in- 
come, and  reports  from  disabled  members  may  not  be  reliable. 
Therefore,  the  board  should  consider  requiring  the  disabled 
member  to  submit  a  copy  of  his  federal  income  tax  return  or  other 
corroborative  information  to  support  the  income  reported.  The 
board  would  then  have  more  assurance  that  members  are  eligible 
for  the  benefits   received. 

RECOMMENDATION    2 

WE    RECOMMEND   THE    DIVISION: 

A.  REQUIRE  ALL  DISABLED  MEMBERS  OF  THE  PUBLIC 
EMPLOYEES'  RETIREMENT  SYSTEM  TO  SUBMIT  AN 
"ANNUAL  STATEMENT  OF  INCOME"  AND  CORROBOR- 
ATIVE    INFORMATION     SUPPORTING    THE    STATEMENT. 

B.  IMPLEMENT  PROCEDURES  TO  VERIFY  THAT  INCOME 
REPORTED  BY  DISABLED  MEMBERS  IS  CORRECT  AND 
THAT  THEIR  BENEFIT  PAYMENTS  ARE  WITHIN  THE 
LIMIT   ALLOWED    BY    LAW. 

Disabled  Members   Records 

The  medical  records  of  certain  disabled  persons  receiving 
disability  benefits  have  never  been  reviewed  by  the  Public  Em- 
ployees'     Retirement     Board.        In     our     previous     audit     report    we 


recommended  that  the  Public  Employees'  Retirement  Board  review 
disability  records  for  all  the  retirement  systems  to  determine 
whether  members  continue  to  qualify  for  disability  benefits. 
PERD  concurred  with  our  recommendation  but  it  has  not  been 
implemented. 

During  our  audit  we  reviewed  the  incomes  of  certain  disabled 
members  and  found  instances  where  persons  on  total  disability 
had  significant  earnings.  Although  the  income  earned  by  these 
retirees  may  not  affect  the  benefit  amount,  it  raises  a  question  as 
to  whether  these  individuals  continue  to  be  permanently  disabled. 
For  these  individuals  the  PERD  did  not  have  the  medical  records 
or  the  members'  applications  for  disability  benefits.  Officials  do 
not  know  when  these  members  started  receiving  disability  bene- 
fits. In  most  cases  we  found  only  an  empty  file  folder  listing  the 
individual's  name. 

PERD  has  not  determined  whether  these  members  continue  to 
qualify  for  disability  benefits.  The  Public  Employees'  Retirement 
Board  has  not  reviewed  these  disabilities.  In  all  instances  the 
retirees  were  granted  a  disability  retirement  prior  to  the  time  the 
board    received    administrative   authority   over  the  various  systems. 

The  statutes  state  that  if  a  disabled  member  is  determined 
by  the  board  to  be  no  longer  totally  and  permanently  disabled, 
his  disability   retirement  allowance  shall   cease. 

RECOMMENDATION   3 

WE      RECOMMEND      THE      PUBLIC      EMPLOYEES'      RETIREMENT 

BOARD    REVIEW   DISABILITY    RECORDS    FOR    ALL   THE 
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RETIREMENT    SYSTEMS    TO   DETERMINE   THAT   THE    INDIVID- 
UALS   CONTINUE    TO    QUALIFY    FOR    DISABILITY    BENEFITS. 

BENEFIT    PAYMENT   CONTROLS 

In    our    review    of    controls    over    benefit    payments    we    found 
the    following     weaknesses     in     the    division's    current     procedures. 
Benefit   Calculations 

We  reviewed  the  PERD  calculation  of  final  average  salary 
used  to  calculate  retirement  benefits  for  20  retirees.  We  found 
the  calculation  was  incorrect  in  two  of  the  retirement  benefits 
tested.  The  amounts  of  the  errors  were  small,  and  we  have 
provided  correct  information  to  PERD  officials.  PERD  personnel 
who  are  responsible  for  reviewing  benefit  payment  calculations 
should  perform  a  more  thorough  verification  of  final  average 
salary  to   retirees. 

Death  benefit  calculations  are  not  subject  to  the  same  review 
and  approval  procedures  as  those  in  effect  for  retirement  and 
disability  calculations.  Some  errors  in  death  benefit  calculations 
are  not  detected  by  supervisory  personnel.  The  division  should 
require  a  second  verification  of  death  benefit  calculations.  A 
second  verification  is  a  procedure  currently  being  used  to  verify 
other  benefit  payment  amounts. 
Segregation   of  Duties 

There  is  inadequate  segregation  of  duties  in  the  processing 
of  retirement  payrolls.  The  disbursements  cashier  has  the  follow- 
ing  responsibilities: 
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1.  Custodian  of  all   individual   retirement  files. 

2.  Authorizes  changes  to  the  files. 

3.  Balances  individual  records  to  a  computer-generated 
payroll   listing. 

4.  Proofreads  warrants  issued  for  payment  to  a  new  re- 
tiree. 

Requiring  1)  an  employee  to  verify  the  propriety  of  a  statist- 
ical sample  of  changes  to  the  benefit  files  and,  2)  the  PERD 
receptionist  to  document  changes  communicated  to  the  division 
over   the   telephone   would    mitigate   the   weakness    described    above. 

RECOMMENDATION   4 

WE    RECOMMEND   THE   DIVISION: 

A.  INITIATE  PROCEDURES  TO  ENSURE  A  THOROUGH 
VERIFICATION  OF  FINAL  AVERAGE  SALARY  TO  RE- 
TIREES. 

B.  REQUIRE  A  SECOND  VERIFICATION  OF  DEATH  BENE- 
FIT  CALCULATIONS. 

C.  ESTABLISH  PROCEDURES  TO  CORRECT  THE  INADE- 
QUATE   SEGREGATION    OF    DUTIES    DESCRIBED  ABOVE. 

FIDUCIARY    RESPONSIBILITY   TO    INACTIVE   MEMBERS 

We  found  in  our  testing  that  the  division  maintains,  on  the 
computerized  membership  system,  more  than  10,000  inactive  mem- 
ber savings  accounts.  Inactive  savings  accounts  are  comprised  of 
the  contributions  of  employees  who  have  terminated  employment 
with    the    state    and    have    either    not    requested    a    refund   of   their 
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contributions  or  requested  a  refund  and  were  not  refunded  the 
proper  amount. 

The  accounts  are  divided  between  employees  that  have 
vested  and  nonvested  accounts  in  the  various  retirement  systems. 
Inactive  vested  members  are  those  who  contributed  to  the  retire- 
ment system  for  five  or  more  years  and  terminated  qualified 
employment  without  requesting  a  refund  of  their  contributions. 
These  vested  members  are  eligible  for  retirement  benefits  at  age 
55.  We  found  there  were  126  inactive  vested  members  who  are 
eligible  to  receive  retirement  benefits.  Since  PERD  does  not 
provide  annual  statements  to  these  individuals  it  is  likely  some 
vested  members  do  not  realize  they  are  eligible  to  receive  retire- 
ment benefits.  There  are  322  vested  members  with  savings  ac- 
counts that  range  from  $294  to  $28,761  (total  amount  accumulated 
is   $2,052,876  for  vested   members). 

The  remaining  accounts,  approximately  10,100,  are  those  of 
nonvested  members  (total  amount  accumulated  for  nonvested 
members  is  $1,144,553).  We  found  that  some  nonvested  members 
had  terminated  prior  to  1949,  and  approximately  47  percent  of  the 
nonvested  accounts  are  not  accruing  interest.  These  accounts 
consist  of  members  who  terminated  prior  to  July  1,  1974.  The 
balances   range  from  $1    to  $2,500. 

Legislation  went  into  effect  at  that  date  that  allowed  a  mem- 
ber to  earn  interest  on  his  contributions.  During  our  previous 
audit  it  was  unclear  whether  the  accounts  of  members  terminated 
prior  to  July  1,  1974  should  be  accruing  interest,  like  the  ac- 
counts   of   members    terminating    after    July   1,    1974.       In    an  opinion 
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dated  October  3,  1979,  the  Attorney  General  stated  that  "any 
person  whose  contributions  had  not  been  withdrawn  prior  to 
July  1,  1975  is  entitled  to  regular  interest  upon  withdrawal  of 
these  contributions."  PERD  has  not  complied  with  the  Attorney 
General's  opinion. 

The  division  has  a  fiduciary  responsibility  to  attempt  to 
locate  and  inform  inactive  members  of  the  current  status  of  their 
accounts  and  the  options  available  to  them.  It  is  likely  that  many 
of  the  members  who  terminated  in  the  1940's  through  the  1970's 
are  not  aware  of  the  balances  in  their  dormant  savings  accounts. 
Inactive  members  do  not  receive  a  statement  of  their  account  from 
the  division.  Division  officials  said  they  are  having  difficulty 
obtaining  current  addresses  of  inactive  members.  However,  the 
Department  of  Revenue  recently  agreed  to  assist  the  PERD  in 
mailing   refund  applications  to  inactive  members. 

RECOMMENDATION   5 

WE    RECOMMEND  THE   DIVISION: 

A.  IMPLEMENT  PROCEDURES  TO  PERIODICALLY  INFORM 
INACTIVE  MEMBERS  OF  THE  STATUS  OF  THEIR  RE- 
TIREMENT  ACCOUNTS. 

B.  PAY  INTEREST  ON  ALL  INACTIVE  MEMBERS'  AC- 
COUNTS. 

SOCIAL  SECURITY    INTEREST    INCOME 

Because  the  division  transfers  interest  income  earned  on 
social  security  contributions  to  PERS,  approximately  $1,400,000  of 
Earmarked    Revenue   Fund   monies  are  not  properly  disclosed  on   the 
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state's  financial  records.  The  law  requires  PERD  to  credit  this 
interest  income  to  the  Earmarked  Revenue  Fund  but  is  unclear  on 
how  the  money   should   be  spent  (section   19-1-602(3),    MCA). 

The  law  also  provides  that  social  security  interest  income,  at 
the  discretion  of  the  Public  Employees'  Retirement  Board,  be  used 
to  defray  the  administrative  costs  of  the  board  or  be  distributed 
to  the  agencies  who  contribute  to  Social  Security.  The  division 
uses  the  interest  income  to  defray  its  entire  administrative  costs, 
(approximately  $550,000  for  fiscal  year  1979-80).  The  remaining 
interest  income  is  used  to  help  fund  the  Public  Employees'  Retire- 
ment System.  Of  the  $1,440,000  PERD  received  in  social  security 
interest  income  in  fiscal  year  1979-80,  the  $890,000  remaining 
after  paying  all  administrative  expenses  was  retained  in  the  PERS 
agency  fund,  contrary  to  state  law.  PERD  officials  do  not  agree 
with  our  interpretation  of  the  statute  and  have  indicated  they  will 
seek  clarification  from  the  legislature. 

In  addition  to  social  security  interest  income,  the  PERS 
agency  fund  receives  monies  from  employer  contributions  and 
reimbursements  from  certain  other  retirement  systems  to  defray 
administrative  expenses.  We  determined  the  receipts  designated 
to  fund   administrative  expenses  as  follows: 
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System  Amount 


6/30/79 

6/30/80 

PERS  -  Employer  Contributions 

$ 

914,000 

$ 

893,000 

(.3%  salaries) 

Judges 

2,000 

2,000 

Highway  Patrolmens 

2,000 

2,000 

Game  Wardens 

5,000 

4,000 

Volunteer  Firemen's 

1,000 

1,000 

Total  From  Retirement  Systems" 

$ 

924,000 

$ 

902,000 

Social   Security   Interest 
Income  970,000  1,431,000 

Total   Funds   Available    for 

Administrative  Expenses  $1,894,000  $2,333,000 

Less:      Administrative  Expenses  (485,000)  (552.000) 

Total  Excess  Funds  Available 

for  Administrative  Expenses  $1,409.000  $1.781,000 


*Note:      The  division  has   no  basis   for  determining  administrative 
charges   to   the  various   retirement   systems.      The   Sheriffs'    and  Munic- 
ipal  Police  Officers'    systems   were  not   charged  with  administrative 
expense   in  either   fiscal  year   1978-79   or   1979-80. 


In  recent  years  the  cumlative  excess  of  monies  available  to  pay 
administrative  expenses  has  grown  to  over  $3.2  million.  This 
money  is  co-mingled  with  $145  million  of  PERS  reserves  in  the 
agency  fund.  There  the  excess  will  earn  interest  for  the  agency 
fund  as  opposed  to  the  state's  general  fund.  Also,  this  improper 
accounting  for  the  funds  available  for  administrative  expenses 
affects  the  determination  of  the  actuarial  soundness  of  the  Public 
Employees'    Retirement  System. 

The  Public  Employees'  Retirement  Board  should  request 
Legislative  clarification  of  the  statutes  to  determine  the  most 
equitable  distribution  method  for  interest  income  earned  on  social 
security  contributions.  Because  all  members  of  the  state's  retire- 
ment systems,  except  those  of  the  Muncipal  Police  and  Highway 
Patrol    Retirement  Systems,    and   including  members  of  the 
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Teachers'  Retirement  System,  contribute  to  Social  Security,  a 
pro  rata  distribution  method  may  be  more  equitable  for  distribut- 
ing  social   security  interest  income. 

RECOMMENDATION   6 

WE    RECOMMEND   THE    DIVISION: 

A.  COMPLY  WITH  STATE  STATUTES  AND  DEPOSIT 
SOCIAL  SECURITY  INTEREST  INCOME  IN  THE  EAR- 
MARKED   REVENUE    FUND. 

B.  ESTABLISH  AN  EQUITABLE  AND  CONSISTENT  METHOD 
FOR  CHARGING  EACH  RETIREMENT  SYSTEM  FOR 
ADMINISTRATIVE   COSTS. 

C.  REQUEST  LEGISLATIVE  CLARIFICATION  OF  THE 
STATUTES  DEFINING  THE  ADMINISTRATIVE  COSTS 
WHICH  MAY  BE  DEFRAYED  USING  SOCIAL  SECURITY 
INTEREST    INCOME. 

RETIREMENT    INFORMATION    GIVEN   TO   ACTUARY 

PERD  provides  certain  data  to  the  actuary  each  biennium  for 
use  in  evaluating  the  soundness  of  the  systems.  This  biennium 
PERD  presented  the  actuary  with  retirement  data  for  the  Public 
Employees'  Retirement  System  on  three  different  occasions.  In 
the  first  two  instances,  we  completed  preliminary  tests  on  the 
data  using  statistical  sampling  techniques  and  found  the  data  was 
not  acceptable  for  the  purposes  of  the  actuarial  valuation.  The 
data   was    prepared    for   a  third  time  and   presented   to  the  actuary. 
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We  tested  the  information  and  found  that  member  salary  informa- 
tion was  not  complete.  This  could  affect  the  actuary's  evaluation 
of  the  system. 

Because  PERD  did  not  initially  provide  the  correct  informa- 
tion to  the  actuary,  the  actuarial  reports,  which  were  due  on 
October  15,  1980,  were  not  received  by  PERD  until  late  Novem- 
ber. This  has  delayed  timely  reporting  to  the  legislature  and  the 
systems'  members.  PERD's  inaccurate  information  also  caused  cost 
inefficiencies  for  both  the  state  and  the  actuary. 

The  biennial  actuarial  valuation  is  required  by  law  to  include 
investigation  of  the  suitability  of  the  actuarial  tables  used  by  the 
systems,  valuation  of  assets  and  liabilities  of  the  systems,  and 
determination  of  whether  the  systems  are  actuarially  sound. 
Accurate  retirement  data  is  essential  for  the  actuary  to  produce  a 
reliable  valuation. 

RECOMMENDATION    7 

WE  RECOMMEND  THE  DIVISION  TEST  THE  ACCURACY  OF 
ALL  RETIREMENT  DATA  USING  STATISTICAL  SAMPLING 
TECHNIQUES    PRIOR    TO    FURNISHING    IT   TO   THE   ACTUARY. 

STATE   CONTRIBUTIONS   TO   THE    POLICE    RETIREMENT   SYSTEM 

The  state's  share  of  contributions  to  the  Municipal  Police 
Officers'  Retirement  System  is  not  paid  to  the  division  at  the  time 
specified  by  law.  The  state's  share,  approximately  $1.5  million 
for   fiscal    year    1979-80,    is  paid   by  the  Office  of  the  State  Auditor 
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from  the  tax  revenues  on  insurance  premiums.  Section  19-9- 
1007(3)  and  (4),  MCA,  require  payment  of  a  supplemental  portion 
of  the  contribution  no  later  than  May  31  of  each  year  and  the 
reimbursement  portion  by  June  30  of  that  year.  The  division 
received  the  state's  share  of  retirement  contributions  for  fiscal 
year  1979-80  in  September  1980. 

An  official  from  the  Office  of  the  State  Auditor  stated  the 
tax  revenues  on  insurance  premiums  are  routinely  distributed  in 
August  or  September.  He  indicated  that  compliance  with  the 
statute  would  require  some  changes  in  the  tax  revenue  distribu- 
tion system.  Therefore,  the  office  plans  to  introduce  legislation 
amending   the  statutes. 

The  Police  Retirement  System,  a  system  which  is  not  actu- 
arially sound,  lost  approximately  $15,000  in  investment  earnings 
because  of  the  late  payments. 

RECOMMENDATION    8 

WE  RECOMMEND  THE  OFFICE  OF  THE  STATE  AUDITOR 
TRANSFER  THE  STATE'S  SHARE  OF  RETIREMENT  CONTRI- 
BUTIONS TO  THE  MUNICIPAL  POLICE  OFFICERS'  RETIRE- 
MENT    SYSTEM     AT     THE     TIME     SPECIFIED     BY     STATUTE. 

FINANCIAL    INFORMATION 

We  compared  the  PERD  financial  statements  with  the  informa- 
tion reported  on  SBAS.  We  found  the  PERD  financial  statements 
do  not  agree  with  the  SBAS  reports.  Differences  between  the 
records    are    sometimes    significant.      Our    review    of    the    significant 
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differences     revealed    the    following    weaknesses    in    the    division's 
current  procedures. 

--System   Reconciliation 

The  division  does  not  perform  an  annual  formal  reconciliation 
of  the  PERD  financial  statements  and  SBAS.  The  reconciliation 
should  provide  a  sufficient  audit  trail  so  that  all  adjusting  entries 
can  be  traced  to  supporting  documentation.  The  reconciliation 
document  should  be  retained  by  PERD  as  part  of  the  retirement 
system's  accounting   records. 

SBAS  is  the  state's  primary  accounting  system  and  is  used 
for  preparation  of  the  state's  financial  statements  and  other  fiscal 
reports.  Because  SBAS  serves  as  the  primary  source  of  financial 
information,  the  division  should  report  significant  differences 
between  the  division's  financial  statements  and  SBAS  to  the  De- 
partment of  Administration,  Accounting  Division. 
--Accruals 

The  accruals  of  refunds  payable  at  June  30,  1980  for  the 
various  systems  were  not  reasonably  estimated.  As  a  result, 
accrued  liabilities  for  most  retirement  systems  were  overstated  by 
as  much  as  50  percent.  PERD  should  calculate  refunds  payable 
by  summing  the  contributions  and  interest  in  the  accounts  of 
individuals  whose  refund  applications  are  at  the  division  office  on 
June  30. 

RECOMMENDATION   9 
WE    RECOMMEND   THE   DIVISION: 

A.        PERFORM    ANNUAL    FORMAL    RECONCILIATIONS   OF   THE 
FINANCIAL   STATEMENTS   AND   SBAS. 
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B.  REPORT   ANNUALLY   TO   THE    DEPARTMENT   OF   ADMINIS- 
TRATION,    ACCOUNTING    DIVISION,    THE    SIGNIFICANT 
DIFFERENCES    BETWEEN    THE    PERD    FINANCIAL   STATE- 
MENTS  AND   AMOUNTS    RECORDED   ON    SBAS. 

C.  CALCULATE  REFUNDS  PAYABLE  BY  SUMMING  CONTRI- 
BUTIONS AND  INTEREST  FOR  THE  APPROPRIATE 
INDIVIDUAL   ACCOUNTS. 

DATA    PROCESSING 

Background 

The  division  utilizes  a  computerized  system  to  control  contri- 
bution information  and  retirement  benefits  for  all  members  of  the 
six  retirement  systems.  The  membership  system  maintains  contri- 
bution data  by  month  and  year-to-date,  as  well  as  total  contribu- 
tions from  prior  years.  Interest  earned  on  member  contributions 
is  calculated  each  month  and  compounded  at  fiscal  year-end. 
There  are  approximately  30,000  active  and  10,000  inactive  mem- 
bers listed  on  the  computerized  membership  system,  which  has 
been   in  existence  since  1974. 

A  project  to  design  and  implement  a  new  membership  system 
to  provide  more  useful  and  timely  data  is  currently  underway  at 
the  Information  Systems  Division.  Our  review  of  PERD's  com- 
puterized   membership    system    disclosed    the   following    weaknesses. 

Disaster   File   Retention 

The  division  has  not  provided  the  Computer  Services  Divi- 
sion   (CSD)    with    procedures    to   follow   for   adequate   backup  of  the 
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division's  computer  files.  Consequently,  in  the  event  of  a  disas- 
ter which  renders  the  files  kept  at  CSD  inaccessible,  the  divi- 
sion's master  files  could  not  be  recreated  through  automated 
means  without  substantial  and  costly  reruns.  Division  personnel 
have  estimated  the  cost  between  $50,000  and  $100,000  to  recon- 
struct the  master  file  for  one  year.  As  a  part  of  an  effective 
and  secure  computer  system,  master  and  transaction  files  should 
be  copied  and  securely  stored  on  a  periodic  basis  at  premises 
located  apart  from  the  normal  retention  facility. 
Security 

The  computer  programs  are  not  adequately  protected  against 
unauthorized  changes,  either  accidental  or  malicious.  The  pro- 
grams are  stored  in  production  libraries  which  are  maintained  by 
Computer  Services  Division  (CSD).  These  libraries  are  not 
adequately   secured  against  unauthorized  access. 

The  new  system  currently  under  development  will  utilize  an 
on-line  data  base  instead  of  tape  files  and  will  give  PERD  the 
capability  of  controlling  the  processing.  Currently  only  the 
services  of  an  input/output  controller  at  CSD  are  utilized  to 
achieve  security. 

On-line    security    is    primarily    achieved    through    the    use    of 
passwords  and   limited  access  to  the  computer. 
Operations  Manual 

The  division  does  not  have  an  operations  manual  for  the 
computerized  system  that  is  used  to  control  contribution  informa- 
tion for  retirement  system  members.  There  are  no  written  proce- 
dures governing  authorization  of  data  entering  the  system.  The 
division   should  develop  and   maintain   an  operations  manual. 
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RECOMMENDATION    10 

WE    RECOMMEND   THE    DIVISION: 

A.  ESTABLISH  DISASTER  FILE  RETENTION  PROCEDURES 
THAT  WILL  ADEQUATELY  BACKUP  THE  DIVISION'S 
COMPUTER    FILES. 

B.  ADEQUATELY  SECURE  THE  NEW  SYSTEM  AGAINST 
UNAUTHORIZED  ACCESS  AND  REQUEST  CSD  TO  ADE- 
QUATELY SECURE  THE  PROGRAMS  STORED  IN  PRO- 
DUCTION   LIBRARIES. 

C.  DEVELOP   AN    ADEQUATE   OPERATIONS   MANUAL. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 

FOR   THE 
PUBLIC    EMPLOYEES'    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/1'19-31Z2 


JAMES  H.  GILLETT.  C.P  A. 

ACTING  LEGISLATIVE  AUDITOR 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Public  Employees' 
Retirement  System  as  of  June  30,  1980  and  the  related  Statement 
of  Revenues,  Expenses,  and  Changes  in  Fund  Balance,  and  the 
Statement  of  Changes  in  Financial  Position  for  the  two  years  then 
ended.  Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  in  the  circumstances.  We  did  not  examine 
investments  or  investment  revenues  administered  by  the  Board  of 
Investments  which  constitute  98  percent  of  total  assets  and  31  and 
34  percent  of  the  total  revenue  for  fiscal  years  1978-79  and 
1979-80,  respectively.  These  investments  were  examined  by  other 
auditors  whose  report  thereon  has  been  furnished  to  us,  and  our 
opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts  of 
investments  and  investment  revenues,  is  based  solely  upon  the 
report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  the  Public  Employees'  Retirement 
System  at  June  30,  1980,  and  the  results  of  its  operations  and 
the  changes  in  its  financial  position  for  the  two  years  then  ended, 
in  conformity  with  generally  accepted  accounting  principles  which, 
except  for  the  change  in  the  basis  of  accounting  as  described  in 
Note  3  to  the  financial  statements,  with  which  we  concur,  have 
been   applied  on   a  consistent  basis. 

Respectfully   submitted. 


James   Gillett,    CPA 
Acting    Legislative   Auditor 


September  30,    1980 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
BALANCE  SHEET 


JUNE  30,  1980 


ASSETS 

Investments  in  Mortgages  at  Cost 

(which  approximate  market)  $  39,271,990 

Investment  in  Securities  -  (Note  1)  at  Cost  187,620,876 

Investments  in  Common  Stock  -  At  Cost  17 ,300,054 

Total  Investments  244,192,920 

Cash  in  Treasury  2,257,567 

Accounts  Receivable  -  Other  18,198 

Unamortized  Deferred  Gains  and  Losses  883,836 

Accrued  Employee  Contributions  Receivable  715,144 

Accrued  Employer  Contributions  Receivable  708,553 

Accrued  Investment  Income  Receivable  4,602 ,600 

Total  Assets  $253,378,818 


LIABILITIES  AND  RESERVES 


Liabilities : 


Accrued  Refunds  $    233,907 

Accrued  Support  Expenditures  32,771 

Accrued  Benefits  87,237 

Unamortized  Mortgage  Discount  442 ,341 

Total  Liabilities  796,256 

Reserves: 

Annuity  Savings  Reserve  84,900,608 

Annuity  Savings  Interest  Reserve  18,263,124 

Pension  Accumulation  Reserve  149 ,418 ,830 

Total  Reserve  $252,582,562 

Total  Liabilities  and  Reserves  $253,378,818 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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PUBLIC  EMPLOYEES 'RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1979  AND  JUNE  30,  1980 


REVENUE 

Retirement  Contributions 

Member 

Employer 
Investment  Income  and  Dividends 
Payback  of  Annuity  Savings  Interest 
Other 

Total  Revenue 


1980 


$  18,067,795 

17,986,908 

19,356,770 

36,437 

-0- 

$  55,447,910 


1979 


$  16,894,875 

16,983,508 

16,419,001 

14,216 

(26) 

$  50,311,574 


EXPENSES 

Benefit  Payments 
Refund  of  Member  Contributions 
Refund  of  Employer  Contributions 
Administrative  Expense 
Building  Improvements 
Administrative  Investment  Expense 
Total  Expenses 


$  17,682,546 

$ 

14, 

,979,572 

6,270,638 

7 

,271,404 

90,047 

25,516 

551,911 

482,597 

-0- 

4,918 

31,533 

33,174 

$  24,626,675 

$_ 
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,797,181 

OTHER  FINANCING  SOURCES  -  (Uses) 

Transfer  In 

Transfer  Out 

Prior  Year  Adjustments 

Excess  of  Revenues  over  Expenses 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


$    956,842 
(184,833) 
(3.042) 

31,590,202 

220,992,360 

$252,582,562 


$ 


619,539 
(115,330) 


6,241,254   (Note  4) 
34,259,856 
186,732,504 
$220,992,360 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1979  AND  JUNE  30.  1980 


1980 


1979 


SOURCE  OF  FUNDS 


Excess  of  Revenues  Over  Expenditures 
Items  not  (providing)  Requiring  Funds: 
Increase  (Decrease)  in  Accrued  Expenses 
Increase  in  Contributions  Receivable 
Unamortized  Mortgage  Discount 
Unamortized  Deferred  Gains  and  Losses 
Increase  in  Accrued  Investment  Income 
Increase  in  Accounts  Receivable 
Advance  for  Building  Improvements 
Total  Funds  Provided 


$31,590,202     $34,259,856 


(472,897) 
(186,310) 

(11,849) 
(530,591) 
(830,827) 

(17,838) 
-0- 


820,278 
(1,237,387) 
116,434 
(78,592) 
(3,771,773) 
45,101 
2,432 


$29,539,890     $30,156,349 


USE  OF  FUNDS 


Purchase  of  Investments 
Total  Funds  Used 


$29,242,742 
$29,242,742 


$28,531,028 
$28,531,028 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$   297,148 

1.960,419 

$  2,257,567 


$  1,625,321 

335,098 

$  1,960.419 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

Notes   to  the   Financial   Statements 

Fiscal   Years   Ended  June  30,    1979  and  June  30,    1980 

1.        SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 

a)  Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
accounting  records  of  the  Public  Employees'  Retirement  Division. 
The  division  utilizes  the  accrual  basis  of  accounting.  This  basis 
records    expenditures    when     incurred    and     revenue    when    earned. 

b)  Investments   in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  unamortized  premiums  ($391,183)  and  purchased 
interest  ($50,780)  and  reduced  by  the  amount  of  unamortized  bond 
discounts  ($2,955,571). 
Market  Values  of  the   Investments  were  as  follows: 


June  30,    1980 

Mortgages  $     39,271,990 

Securities  154,081,814 

Common  Stock  21,600,225 

Total  $  214,954,029 


2.         ACTUARIAL    LIABILITIES 

a)        Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  "entry  age  normal  cost"  method.  This  method  establishes  a 
normal  cost  of  each  fund  as  well  as  an  unfunded  accrued  liability. 
The    normal    cost    is    the    level    percentage   of    total    salaries    required 
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to  fund  the  benefits,    assuming   this   percentage  has  been  contributed 
since  each   member's  entry   into  the  fund. 

The  unfunded  liability  represents  the  excess  of  the  present 
value  of  total  liabilities  over  the  present  assets  of  the  fund  and 
the  present  value  of  expected  future  contributions  for  the  normal 
cost. 

In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  $217,097,181  represents  the  unfunded  liability 
as  determined   by  the  systems'   actuary  as  of  June  30,    1980. 

b)       Analysis  of  Valuation 

The  actuarial  valuation  as  of  July  1,  1980,  has  determined 
that  a  contribution  rate  of  10.38  percent  of  each  member's  salary 
is  required  to  fund  the  benefits  of  the  Public  Employees'  Retirement 
System  as  they  accrue  in  the  future.  An  additional  contribution 
rate  of  2.23  percent  of  salaries  is  required  to  amortize  the  unfunded 
liability  over  a  40-year  period.  Therefore,  the  recommended 
contribution   rate  is   12.61    percent. 

The  regular  contribution  rate  to  the  Public  Employees'  Retire- 
ment System  is  11.9  percent,  comprised  of  the  state  contribution  of 
5.9  percent  of  each  member's  salary  and  the  member's  contribution 
of  6  percent  of  salary.  In  addition,  the  state  contributes  .3 
percent  to  defray  administrative  expenses.  Investment  income  from 
social  security  funds  is  estimated  to  provide  an  additional  .1 
percent  of  salary.      As   such,    the  total   funding  available  is  approxi- 
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mately  12.3  percent  of  each  member's  salary,  which  is  .31  percent 
less  than  the  recommended  contribution  rate.  If  the  System's 
contribution  rates  are  not  increased  to  the  recommended  level,  the 
unfunded    liability    will    be    amortized    over    a    period   of   48.2   years. 

The   recommended  contribution   rate  of  12.61    percent  represents 
a    .27    percent    increase    over    the    recommended    rate    determined    in 
the     1978     actuarial     valuation.       This     increase     evolves    from    four 
sources:       increased    benefits    to    retired    members,    changes    in    the 
actuarial   assumptions,    changes   in   the  composition   of  the  membership 
data,    and    differences    between    assumed    and    expected    experience. 

The  1979   legislature  granted   retired  members  a   benefit   increase 
of    .45    percent   for   each    month    of    retirement    from   January    1,    1977 
thru     December    31,     1978.       This    ad    hoc    cost-of-living    adjustment 
resulted   in   an   increased   cost  of   .  12  percent  of  each   active  member's 
salary. 

The  System  experienced  considerable  growth  during  the 
biennium  July  1,  1978  thru  June  30,  1980.  The  number  of  members 
retiring  more  than  offset  the  deaths  among  retired  members  and 
resulted  in  a  net  gain  of  850  members  receiving  benefits.  The 
annual  benefits  paid  by  the  System  increased  from  $13  million  to 
$18  million.  Similarly,  the  number  of  members  entering  the  System 
more  than  offset  those  terminating,  and  resulted  in  a  new  gain  of 
3,601  active  members.  The  total  gross  payroll  of  active  members 
increased  from  $253  million  to  $311  million  and  assets  increased 
from  $209  million   to  $253  million. 

In  addition  to  the  change  in  membership,  there  was  increase 
in    the    amount    of    service    credited    to   the   active   members.      These 
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increases  were  the  result  of  over  1,500  members  purchasing  credit 
for  past  service.  This  past  service  represented  military  service  or 
past  periods  of  employment  for  which  contributions  had  been 
withdrawn . 

Although  the  change  in  the  composition  of  the  data  substantially 
increased    the   System's    liabilities,    the   overall    cost   as    a   percentage 
of  salary  was   not   significantly   affected. 

3.  ADMINISTRATIVE    EXPENSE 

The  administrative  expense  presented  represents  the  cost  of 
operating  the  Public  Employees'  Retirement  Division.  The  amount 
shown  does  not  include  the  administrative  expenses  of  $2,000  that 
is  spent  directly  out  of  the  General  Fund.  This  amount  is  for  the 
Highway  Patrolmen's  Retirement  System  portion  of  administrative 
expenses. 

4.  ACCOUNTING   CHANGES 

In  fiscal  year  1979-80,  the  Public  Employees'  Retirement 
System  changed  their  method  of  accounting  from  the  cash  basis  to 
the  accrual  basis.  Financial  information  pertaining  to  fiscal  year 
1978-79  has  been  restated  to  present  that  information  on  a  compar- 
able basis.  The  adjustments  to  restate  the  information  could  not 
be  recorded  on  the  Statewide  Budgeting  and  Accounting  System 
until  fiscal  year  1979-80.  Consequently,  the  primary  accounting 
records  for  1978-79  differ  materially  from  the  financial  statements 
for  the  same  period. 

5.  TRANSFER    IN 

For  fiscal  year  1979-80  the  transfer  in  amount  represents 
$953,842    of    interest    earned    on     social    security    contributions    and 
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$3,000  of  administrative  expense  transfers  from  other  systems. 
The  amounts  transferred  in  during  fiscal  year  1978-79  represent 
$606,069  in  interest  earned  on  social  security  contributions  and 
$13,470  from  the  Sheriffs  Retirement  System.  The  transfer  from 
the  Sheriffs  Retirement  System  represents  the  contribution  and 
interest  of  a  member  who  started   new  employment. 

6.  TRANSFER   OUT 

The  transfer  out  amounts  represent  the  contributions  and 
interest  of  members  of  the  Public  Employees'  Retirement  System 
who  became  teachers.  Their  contributions  to  the  Public  Employees' 
Retirement  System  were  transferred  to  the  Teachers  Retirement 
System. 

7.  SUMMARY  OF   BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the  Public   Employees'    Retirement  System: 


Effective  Date  - 
Member  Contributions   - 
Employer  Contributions   - 

Retirement  Benefit  - 


July  1,    1945 

6  percent  of  compensation 

As   specified   by   law.      From 
July   1,    1978,    the   rate  is  5.90  per- 
cent  (Not  including   administrative 
expenses). 

Eligibility:      Age  60  and  five  years 
of  service;    or  age  65   regardless  of 
service;   or  30  years  of  service 
regardless  of  age. 

Normal    Form:      Life  annuity  with 
payment  of  balance  of  accumulated 
deductions   not   received   by  the  mem- 
ber as  of  the  date  of  his  death 
(modified  cash)   refund  annuity. 

Benefit:      1/60  of  the  final   compen- 
sation  for  each   year  of  credited 
service.      Contributing  members 
of  the  System  as  of  July   1,    1973 
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may   retire  under  the  benefit 
provisions   in  effect  prior  to  that 
date  (1/60  of  the  final   compensation 
for  each   year  of  prior  service  plus 
twice  the  annuity  purchased   by  the 
member's  accumulated  contributions 
with   interest). 


Early   Retirement  Benfit  - 


Disability  Benefit 


Eligibility:      Age  55  and  five 
years  of  service. 

Benefit:      An  actuarial   equivalent 
of  accrued   norma!   service  allowance 
that  would  have  been  payable  at 
age  60. 

Eligibility:      Five  years  of  service 
and  disablement  before  eligibility 
for  service   retirement. 


Death   Benefit  - 


Service  disability:      Members  granted 
a  disability   retirement  for  duty- 
related   reasons   prior  to  July   1,    1977, 
shall   receive  25  percent  of  final 
compensation  while  Workers'   Compen- 
sation  is  in   effect;   otherwise,    50 
percent  of  final   compensation. 

Non-service  disability:      90  percent 
of  1/60  of  the  final  compensation 
for  each  year  of  credited  service. 

Eligibility:      Prior  to  retirement  - 
no  requirement.      Certain   specified 
recently  terminated  or  disabled 
members  are  also  eligible  for  this 
benefit. 


After  retirement  -  payable  accord- 
ing to  the  option   elected. 

Normal    Form:      Return  of  accumulated 
contributions  with   interest  if  Workers' 
Compensation   is   paid;   otherwise, 
benefit  is  the   return  of  accumulated 
contributions  with   interest  plus   1/12 
of  final   (last  twelve  months)  comp- 
ensation time  number  of  years  of 
credited   service  up  to  a  maximum 
of  six  years. 

A   beneficiary  of  a  member  with  five 
years  of  credited   service  at  his 
death  may  alternatively  choose  a 
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supervisorship  allowance  actuarially 
equivalent   to  the  accrued    retirement 
allowance  which  would   have  been 
payable  at  age  60   (or  as  of  his 
date  of  death   if  he  died  after  age 
60  or  after  30  years  of  service). 


Termination   Benefit 


If  service  discontinued   prior  to 
completion  of  five  years  of  service, 
return   of  member's   contributions 
with    interest.      If  service  continued 
on  or  after  completion  of  five  years 
of  service,    member  may   leave  them 
with  the  System  and   receive  his 
accrued   service  retirement  allowance 
commencing   at  age  60  or  an   actuarial 
equivalent  commencing  at  age  55. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 

FOR   THE 
MUNICIPAL    POLICE   OFFICERS'    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JAMES  H.GILLETT.C.P.A. 

ACTING  LEGISLATIVE  AUDITOR 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Municipal  Police  Of- 
ficers' Retirement  System  as  of  June  30,  1980  and  the  related 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance, 
and  the  Statement  of  Changes  in  Financial  Position  for  the  two 
years  then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  We 
did  not  examine  investments  or  investment  revenues  administered 
by  the  Board  of  Investments  which  constitute  73  percent  of  total 
assets  and  11  and  12  percent  of  the  lota!  revenue  for  fiscal  years 
1978-79  and  1979-80,  respectively.  These  investments  were  ex- 
amined by  other  auditors  whose  report  thereon  has  been  furnished 
to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates  to 
the  amounts  of  investments  and  investment  revenues,  is  based 
solely  upon   the   report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  the  Municipal  Police  Officers'  Retire- 
ment System  at  June  30,  1980,  and  the  results  of  its  operations 
and  the  changes  in  its  financial  position  for  the  two  years  then 
ended,  in  conformity  with  generally  accepted  accounting  principles 
which,  except  for  the  change  in  the  basis  of  accounting  as  de- 
scribed in  Note  3  to  the  financial  statements,  with  which  we  con- 
cur,   have  been   applied  on  a  consistent  basis. 

Respectfully  submitted, 

James   Gillett,    CPA 
Acting   Legislative  Auditor 

September  30,    1980 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 


(Note  1)  at  Cost 


Cash  in  Treasury 

Investment  in  Securities 

Other  Investments 

Accrued  Employee  Contributions  Receivable 

Accrued  Employer  Contributions  Receivable 

Accrued  Investment  Income  Receivable 


$   12,285 

6,006,043 

147,700 

34,935 

2,051,736 

122,669 


TOTAL  ASSETS 


$8,375,368 


LIABILITIES  AND  RESERVES 


Liabilities 


Accrued  Refunds 
Accrued  Benefits 

Total  Liabilities 


520 
11,487 


12,007 


Reserves 


Annuity  Savings  Reserve 
Annuity  Savings  Interest  Reserve 
Pension  Accumulation  Reserve 
Total  Reserve 


1,805,501 

183,252 

6,374,608 

8,363,361 


TOTAL  LIABILITIES  AND  RESERVES 


$8,375,368 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30.  1980  AND  JUNE  30,  1979 


REVENUE 


1980 


1979 


Retirement  Contributions 

Member 

Employer 

State 
Investment  Income 

TOTAL  REVENUES 


$   418,895 

1,254,922 

1,551,460 

478,975 

$3,704,252 


$   357,223 

1,008,085 

1,279,286 

408,390 

$3,052.984 


EXPENSES 


Benefit  Payments 

Refund  Member  Contributions 

Investment  Expenses 

TOTAL  EXPENSES 


$2,160,407 

64,207 

794 

$2.225.408 


$2,021,331 

44.760 

715 

$2.066.806 


OTHER  FINANCING  SOURCES  -  (Uses) 

Transfer  In 

Prior  Year  Adjustments  (net) 

Excess  of  Revenues  Over  Expenses 

Fund  Balance  at  Beginning  of  Year 

Fund  Balance  at  End  of  Year 


$   12.364  (Note  7) 
(54.999) 

1,436.209 

6,927.152 

$8.363.361 


$    -0- 
1.543,032  (Note  3) 

2.529.210 


4,397,942 


$6,927.152 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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MUNICIPAL  POLICE  OFFICERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 


1980 


1979 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures  $1,436,209  $2,529,210 

Items  not  (providing)  Requiring  Funds: 

Increase  in  Accrued  Expenses                  5,780  6,227 

Increase  in  Contributions  Receivable         (370,516)  (1,716,155) 

Increase  (Decrease)  in  Accrued  Income         (16,469)  (106,200) 

TOTAL  FUNDS  PROVIDED  $1,055,004  $   713,082 


USE  OF  FUNDS 

Purchase  of  Investments 

TOTAL  FUNDS  USED 


$1,059,913     $  708,443 
$1,059,013     $  708,443 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$   (4,009)    $    4,639 


16,294 


$   12,285 


11,655 


$   16,294 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA   MUNICIPAL    POLICE   OFFICERS'    RETIREMENT   SYSTEM 

Notes   to  the   Financial   Statements 

Fiscal   Years   Ended  June  30,    1979  and   1980 


1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
a.  )     Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
accounting  records  of  the  Public  Employees'  Retirement  Division. 
The  division  utilizes  the  accrual  basis  of  accounting.  This  basis 
records    expenditures    when     incurred    and     revenue    when    earned. 

b. )     Investments   in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities  increased  by 
the  amount  of  accrued  interest  purchased  ($2,743)  and  reduced  by 
the  amount  of  unamortized  bond  discounts  ($29,102).  Market  value 
of  the  securities  was  $5,102,754  at  June  30,    1980. 

2.  ACTUARIAL    LIABILITY 
a. )      Funding   Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  "entry-age  normal  cost  method."  This  method  establishes  a 
normal  cost  for  each  member,  as  well  as  an  unfunded  accrued 
liability.  The  normal  cost  is  the  level  percentage  of  annual  salary 
required  to  fund  the  benefits  assuming  this  percentage  had  been 
contributed  since  the  member's  entry  into  the  system  and  would 
continue  throughout  his  active  service   lifetime. 
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The  unfunded  liability  represents  the  liability  for  accrued 
benefits  which  have  not  been  previously  funded.  In  order  to 
maintain  the  systems  on  an  actuarially  sound  basis,  the  rates  of 
contribution  should  be  such  as  to  meet  the  normal  cost  in  addition 
to  making  some  progress  towards  the  amortization  of  the  unfunded 
accrued   liabilities. 

The  amount  of  ($27,812,618)  represents  the  unfunded  liability 
as  determined   by  the  system's  actuary  as  of  June  30,    1980. 

b.  )     Analysis  of  Valuation 

The  Municipal  Police  Officers'  Retirement  System  for  the  first 
and  second  class  cities  is  comprised  of  14  funds.  The  regular 
contribution  rate  for  funding  these  systems  is  34  percent  of  each 
active  police  officer's  salary.  This  rate  is  comprised  of  14  percent 
from  the  state,  14  percent  from  the  cities,  and  6  percent  from 
each  member  employed  prior  to  July  1,  1977.  For  members  em- 
ployed on  or  after  July  1,  1977,  the  contribution  rate  is  1\  per- 
cent. 

The  regular  contribution  rate  is  insufficient  to  amortize  the 
unfunded  liability  over  a  40-year  period  for  nine  of  the  fourteen 
systems.  In  aggregate,  the  funding  deficiency  is  $4,611,103, 
representing   an   additional   contribution   rate  of  2.36  percent. 

In  1977,  the  legislature  made  provision  for  each  city  to  estab- 
lish a  funding  arrangement  to  amortize  any  excess  unfunded  liabil- 
ity not  covered  by  the  regular  contribution  rate.  The  contribution 
rate  at  that  time  was  30  percent.  In  1979,  the  contribution  rate 
was  increased  to  34  percent  and,  again,  the  legislature  made 
provision    for    establishing    for   the   funding   of   the   excess    liabilities 
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by  each  of  the  cities  involved.  The  actuary  report  contains  a 
schedule  illustrating  the  amount  of  the  funding  deficiency  and  the 
additional  percentage  of  salary  required  by  each  of  the  nine  cities 
to  fund  the  excess   liability  over  a  40-year  period. 

In  preparing  the  actuarial  valuation,  two  assumptions  were 
modified.  The  interest  rate  assumption  was  increased  from  6  per- 
cent to  7  percent,  compounded  annually.  The  underlying  cost-of- 
living  increases  related  to  salaries  was  adjusted  from  4  percent  to 
Sh  percent.  The  effect  of  these  changes  was  a  significant  reduc- 
tion in  the  retired  life  costs.  The  active  life  costs  increased 
slightly. 

If    the   actuarial    assumptions    had    not   been    changed,    the   sys- 
tems  would   have  incurred  an  overall   additional   cost  of  1.4  percent. 
Based   on  current  payroll,    this   represents  an   additional   annual   cost 
of  $90,325. 
3.      ACCOUNTING   CHANGES 

In  fiscal  year  1979-80  the  Public  Employees'  Retirement  System 
changed  its  method  of  accounting  from  the  cash  basis  to  the  ac- 
crual basis.  Financial  information  pertaining  to  fiscal  year  1978-79 
has  been  restated  to  present  that  information  on  a  comparable 
basis.  The  adjustments  to  restate  the  information  could  not  be 
recorded  on  the  Statewide  Budgeting  and  Accounting  System  until 
fiscal  year  1979-80.  Consequently,  the  primary  accounting  records 
for  1978-79  differ  materially  from  the  financial  statements  for  the 
same  period. 
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4.  OTHER    INVESTMENTS 

Other  investments  are  being  controlled  by  the  cities  which  are 
member  employers  of  the  retirement  system.  These  investments 
are  not  under  the  control  of  the  Board  of  Investments.  They  are 
examined  by  auditors  from  the  Department  of  Community  Affairs, 
Local   Government  Services   Division. 

5.  STATE   CONTRIBUTIONS 

For  the  fiscal  year  ended  June  30,  1980,  the  dollar  amount 
for  the  state's  contribution  to  the  Municipal  Police  Officers'  Retire- 
ment Fund  was  calculated  as  14  percent  of  the  annual  compensation 
paid  to  all  active  members  during  the  preceding  year,  as  stated  in 
19-9-702,  MCA.  Prior  to  July  1,  1979,  the  state  contribution  rate 
was  12  percent  of  compensation  paid  to  all  active  muncipal  officers. 
The  state's  contribution  is  calculated  on  a  calendar  year  basis. 
Since  the  Public  Employees'  Retirement  Division  changed  to  a  full 
accrual  basis  of  accounting  in  fiscal  year  1979-80,  as  further  ex- 
plained in  Note  1,  the  contributions  from  January  1,  1980  through 
June  30,  1980  or  $445,158  were  accrued  in  fiscal  year  1979-80. 
This  portion  of  the  state's  contribution  is  normally  made  in  August 
of  fiscal   year  1981-82. 

6.  ADMINISTRATIVE    FEE 

The  administrative  fee  of  the  Municipal  Police  Officers'  Retire- 
ment  System    shall    be   borne   by   the  state  (section   19-9-203,    MCA). 

7.  TRANSFER    IN 

The  Transfer  In  represents  the  contributions  and  interest  of 
members  of  the  Sheriffs'  Retirement  System  who  became  Municipal 
Police    Officers.       Their    contributions    to    the    Sheriffs'    Retirement 
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System    were    transferred    to    the    Municipal    Police    Officers'    Retire- 
ment  system  when    Ihey   started   their   new  employment. 
8.      SUMMARY   OF   BENEFITS   AND   CONTRIBUTIONS 

The   following    is   a    summary   of   the   benefits   and   contributions 
of  the  Montana  Municipal    Police  Officers'    Retirement  System. 


Effective  Date   - 
Member  Contributions 


City  Contributions   - 

State  Contributions   - 
Retirement  Benefit  - 


Disability   Benefit 


July  1,    1927 

6  percent  of  salary  for  members 
employed  prior  to  July  1,  T979 
and  V-z  percent  for  members 
employed  on  or  after  July  1, 
1979. 

14  percent  of  active  policemen's 
salaries,  plus  an  additional  amount 
to  fund  any  excessive  past  service 
liability. 

14  percent  of  active  policement's 
salaries 

Minimum  service:      20  years 
Minimum  age: 

a)  if   first   employed   on  or  before 
7-1-75,    none 

b)  if   first  employed  after  7-1-75, 
age  50 

Mandatory  retirement:  Age  65 
Normal  form:  Full  payments  while 
either   member   or   spouse    is    living 

Benefit:  50  percent  of  the  aver- 
age monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  plus  1  percent  per  year 
of  such  average  monthly  salary 
for  each  additional  year  of  service 
in  excess  of  20  years,  subject  to 
a  maximum  of  60  percent  of  such 
monthly   base  salary. 

Service  disability:  50%  of  the 
average  monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings. 
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Death   Benefit 


Nonservice     disability: 
service  disability  above. 


Same     as 


Service  death:      50%  of  the  average 

monthly    salary   during  the  highest 

36   consecutive   months  of  earnings 

payable     to     surviving  spouse    or 
minor  children. 


Nonservice        death; 
service  death   above. 


Same        as 


Termination   Benefit 


If    services    discontinued    prior    to 
completion   of    10   years  of  service, 
return  of  accumulated  contributions 
without        interest.  If       service 

discontinuted  on  or  after  completion 
of    10    years   of   service,    return   of 
the   aggregate  of  accumulated  con- 
tributions with   interest. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 

FOR   THE 
GAME   WARDENS'    RETIREMENT   SYSTEM 


nit 


JAMES  H.GILLETT.C.P.A. 

ACTfNG  LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  IVIontana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  IVIontana  State  Game 
Wardens'  Retirement  System  as  of  June  30,  1980  and  the  related 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance, 
and  the  Statement  of  Changes  in  Financial  Position  for  the  two 
years  then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  We 
did  not  examine  investments  or  investment  revenues  administered 
by  the  Board  of  Investments  which  constitute  98  percent  of  total 
assets  and  40  and  31  percent  of  the  total  revenue  for  fiscal  years 
1978-79  and  1979-80,  respectively.  These  investments  were  ex- 
amined by  other  auditors  whose  report  thereon  has  been  furnished 
to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates  to 
the  amounts  of  investments  and  investment  revenues,  is  based 
solely   upon   the   report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  the  IVIontana  State  Game  Wardens' 
Retirement  System  at  June  30,  1980,  and  the  results  of  its  opera- 
tions and  the  changes  in  its  financial  position  for  the  two  years 
then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  change  in  the  basis  of  accounting 
as  described  in  Note  3  to  the  financial  statements,  with  which  we 
concur,    have  been  applied  on  a  consistent  basis. 

Respectfully   submitted, 

J"^mes   Gillett,    CPA 
Acting    Legislative   Auditor 

September  30,    1980 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 

Cash  in  Treasury  $   24,983 
Investment  in  Mortgages  -  at  Cost 

(which  approximates  market)  35,633 

Investment  in  Securities  (Note  1)  -  at  Cost  2,806,793 

Unamortized  Deferred  Gains  and  Losses  10,979 

Accrued  Fines  and  Forfeitures  Receivables  17,928 

Accrued  Investment  Income  Receivable  58,998 

TOTAL  ASSETS  $2,955,314 

LIABILITIES  AND  RESERVES 

Liabilities 

Accrued  Benefits  $    6,513 

Total  Liabilities  6,513 

Reserves 

Annuity  Savings  Reserve  $  868,610 

Pension  Accumulation  Reserve  1,787,535 

Annuity  Savings  Interest  Reserve  292,656 

Total  Reserves  2,948,801 

TOTAL  LIABILITIES  AND  RESERVES  $2,955,314 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES.  EXPENSES  AND  CHANGES  IN  FUND  BALANCE 
^   FISCAL  YEARS  ENDED  JUNE  30.  1980  AND  JUNE  30,  1979 


REVENUE 

Retirement  Contributions 

Member 

Employer 
Investment  Income 
Fines  and  Forfeitures 

TOTAL  REVENUES 


1980 


$  104,642 
171,400 
204,748 
165,307 

$  646,097 


1979 


$   97,340 
157,155 
177,246 
-0- 

$  431,741 


EXPENSES 

Benefit  Payments 
Refund  of  Member  Contributions 
Administrative  Fee  Transfer 
Investment  Expense 

TOTAL  EXPENSES 


$ 

182,577 

$ 

166,442 

11,568 

10,716 

4,286 

4,614 

375 

369 

$ 

198,806 

$_ 

182,141 

OTHER  FINANCING  SOURCES  -  (Uses) 
Prior  Year  Adjustments 
Excess  of  Revenues  Over  Expenses 
Fund  Balance  at  Beginning  of  Year 
Fund  Balance  at  End  of  Year 


$ 


■0- 


447,291 

2,501,510 

$2,948,801 


$   71,897  (Note  3) 
321,497 
2,180,013 
$2,501,510 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  STATE  GAME  WARDENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (providing)  Requiring  Funds: 

Increase  in  Accrued  Expenses 

Increase  in  Accrued  Income 

Unamortized  Deferred  Gains  and  Losses 

Increase  in  Fines  and  Forfeitures 

TOTAL  FUNDS  PROVIDED 


1980 

$  447,291 

3,630 
(2,662) 
(6,550) 
(17,928) 

$  423,781 


1979 

$  321,497 

2,883 
(56,336) 
809 
-0- 

$  268,853 


USE  OF  FUNDS 

Purchase  of  Investments 

TOTAL  FUNDS  USED 

INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$  430,770 
$  430,770 

$   (6,989) 


31,972 


$   24,983 


$  237,938 
$  237,938 

$   30,915 

1,057 

$   31,972 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA   STATE   GAME   WARDENS'    RETIREMENT   SYSTEM 
Notes  to  the   Financial   Statements 
Fiscal   Years   Ended  June  30,    1979  and   1980 


1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
a. )     Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
accounting  records  of  the  Public  Employees'  Retirement  Division. 
The  division  utilized  the  accrual  basis  of  accounting.  This  basis 
records    expenditures    when    incurred    and     revenue    when    earned. 

b. )     Investments   in  Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
corporate  securities,  increased  by  the  amount  of  unamortized 
premiums  ($5,088)  and  purchased  interest  ($441),  and  reduced  by 
the  amount  of  unamortized  bond  discounts  ($23,336).  At 
June  30,    1980  the  market  value  of  securities  was  $2,272,123. 

2.  ACTUARIAL    LIABILITY 
a. )      Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
This  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contributed 
since  each  member's  entry   into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal  cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  $3,261,025  represents  the  unfunded  liability  as 
determined   by  the  systems'   actuary  as  of  June  30,    1890. 

b.  )     Analysis  of  Valuation 

The  actuarial  valuation  as  of  June  30,  1980  has  determined 
that  a  contribution  rate  of  16.74  percent  is  required  to  fund  the 
benefits  as  they  accrue  in  the  future.  An  additional  contribution 
rate  of  7.61  percent  is  required  to  amortize  the  unfunded  liability 
over  a  40-year  period.  Therefore,  the  total  recommended  contribu- 
tion  rate  is  24.35  percent. 

The  regular  contribution  rate  is  18  percent  comprised  of  a 
state  contribution  of  7  percent  of  the  member's  salary  and  the 
member's  contribution  of  7  percent  of  salary.  In  addition,  the 
balance  of  the  fines  and  forfeiture  funds  are  contributed  to  the 
system  to  assist  in  eliminating  the  unfunded  liability.  This  amount 
is  currently  over  $100,000  annually  and  represents  approximately 
11  percent  of  salaries.  Based  upon  this  additional  contribution, 
which  was  legislated  during  1979,  the  Game  Wardens'  Retirement 
System  is  well  funded  and  no  additional  contribution  will  be  re- 
quired. 

The  contribution  rate  decreased  substantially  from  the  pre- 
vious valuation  in  1978.  This  decrease  was  largely  attributable  to 
the  effect  of  a  change  in  two  actuarial  assumptions.  The  interest 
rate   assumption    was    increased  from  6  percent  to  7  percent  and  the 
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underlying  cost-of-living  assumption  was  increased  from  4  percent 
to  5^  percent.  These  assumptions  were  changed  to  reflect  current 
economic  trends  and  are  consistent  with  other  state  retirement 
systems. 

The  effect  of  the  change  in  assumptions  plus  the  substantial 
decrease  in  the  contribution  rate  creates  an  overall  decrease  in  the 
retired    life    cost    as    well    as    a    slight    decrease    in   active   life   cost. 

In  addition  to  changes  resulting  from  actuarial  assumptions, 
the  membership  of  the  system  decreased  substantially  from  96  to 
85.  Because  of  the  decrease  in  membership,  there  was  a  slight 
decrease  in  the  annual   payroll. 

The   net   effect   of   the   changes    in    actuarial    assumptions   was  a 
decrease    of    2.2  percent    in    the    recommended   contribution.      Based 
on    current    payroll,     this    represented    an    annual    cost    savings    of 
$29,660. 
3.        ACCOUNTING   CHANGES 

In  fiscal  year  1979-80  the  Game  Wardens'  Retirement  System 
changed  its  method  of  accounting  from  the  cash  basis  to  the  ac- 
crual basis.  Financial  information  pertaining  to  fiscal  year  1978-79 
has  been  restated  to  present  that  information  on  a  comparable 
basis.  The  adjustments  to  restate  the  information  could  not  be 
recorded  on  the  Statewide  Budgeting  and  Accounting  System  until 
fiscal  year  1979-80.  Consequently,  the  Statewide  Budgeting  and 
Accounting  System's  records  for  1978-79  differ  materially  from  the 
financial   statements  for  the  same  period. 
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4.  ADMINISTRATIVE    FEE 

The  administrative  fee  for  the  Game  Wardens'  Retirement 
System  is  paid  directly  to  the  Public  Employees'  Retirement  System 
by  member  employers.  Currently  this  fee  amounts  to  .3  percent  of 
employee  wages. 

5.  SUMMARY   OF   BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the  Game  Wardens'    Retirement  System. 


Effective  Date  - 
Member  Contributions 

State  Contributions   - 
Retirement  Benefits  - 


Disability   Benefit 


July  1,    1963 

7  percent  of  salary.  Optional 
after      25      years     of     membership. 

7  percent  of  active  game  war- 
dens' salaries,  plus  all  collections 
from     fines     and     forfeited    bonds. 

Minimum  service:      20  years 
Minimum  age:      55 

Mandatory  retirement:  Age  60 
Normal  form:  Life  annuity  with  a 
death  benefit  equal  to  the  present 
value  of  the  retirement  allowance 
at  the  dates  of  retirement  less  all 
retirement  benefits  paid  to  date 
(full   cash   refund  annuity). 

Benefit:  2  percent  of  the  aver- 
age monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  times  years  of  service, 
subject  to  a  maximum  of  50  per- 
cent of  such  monthly  base  salary. 
Members  who  elect  to  contribute 
for  more  than  25  years  receive  an 
additional  allowance  equal  to  the 
actuarial  equivalent  after  25  years 
of  service. 

Service  disability  with  10  years 
of  service:  50  percent  of  the 
average  monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings. 
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Death   Benefit 


Service  death:  50  percent  of  the 
average  monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  less  any  amount  payable 
under  the  Workers'  Compensation 
Act. 


Termination   Benefit  - 


If  service  discontinued  prior  to 
completion  of  10  years  of  service, 
return  of  accumulated  contribu- 
tions without  interest.  If  service 
discontinued  on  or  after  comple- 
tion of  10  years  of  service,  either 
return  of  the  aggregate  of  accumu- 
lated contributions  with  interest 
or  the  actuarial  equivalent  of  the 
member's  accrued  retirement 

benefit. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 

FOR   THE 
SHERIFFS'    RETIREMENT   SYSTEM 


JAMESH  GILLETT.C  PA. 

ACTING  LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/449-3122 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Sheriffs'  Retirement 
System  as  of  June  30,  1980  and  the  related  Statement  of  Revenues, 
Expenses,  and  Changes  in  Fund  Balance,  and  the  Statement  of 
Changes  in  Financial  Position  for  the  two  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally  accepted  audit- 
ing standards  and,  accordingly,  included  such  tests  of  the  ac- 
counting records  and  such  other  auditing  procedures  as  we  con- 
sidered necessary  in  the  circumstances.  We  did  not  examine 
investments  or  investment  revenues  administered  by  the  Board  of 
Investments  which  constitute  97  percent  of  total  assets  and  26  and 
32  percent  of  the  total  revenue  for  fiscal  years  1978-79  and  1979-80, 
respectively.  These  investments  were  examined  by  other  auditors 
whose  report  thereon  has  been  furnished  to  us,  and  our  opinion 
expressed  herein,  insofar  as  it  relates  to  the  amounts  of  investments 
and  investment  revenues,  is  based  solely  upon  the  report  of  the 
other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  the  Sheriffs'  Retirement  System  at 
June  30,  1980,  and  the  results  of  its  operations  and  the  changes 
in  its  financial  position  for  the  two  years  then  ended,  in  con- 
formity with  generally  accepted  accounting  principles  which,  except 
for  the  change  in  the  basis  of  accounting  as  described  in  Note  3  to 
the  financial  statements,  with  which  we  concur,  have  been  applied 
on  a  consistent  basis. 

Respectfully   submitted. 


James   Gillett,    CPA 
Acting   Legislative  Auditor 


September  30,    1980 
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SHERIFFS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 

Cash  in  Treasury  $    2,552 

Investment  in  Securities  (Note  1)  -  at  Cost  5,501,499 

Accrued  Employee  Contributions  Receivable  36,765 

Accrued  Employer  Contributions  Receivable  37,390 

Unamortized  Deferred  Gains  and  Losses  46,790 

Accrued  Investment  Income  Receivable  134,211 

TOTAL  ASSETS  $5,759,207 


LIABILITIES  AND  RESERVES 


Liabilities 


Accrued  Refunds  $    5,476 

Accrued  Benefits  9,568 

Total  Liabilities  15,04"4 

Reserves 

Annuity  Savings  Reserve  1,789,537 

Annity  Savings  Interest  Reserve  221,804 

Pension  Reserves  3,732,822 

Total  Reserves  5,744,163 

TOTAL  LIABILITIES  AND  RESERVES  $5,759,207 

The  accompanying  notes  are  an  integral  part  of  this  financial  statement, 
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SHERIFFS'  RETIREMENT  SYSTEM 

STATEMENT  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 

REVENUES                           1980  1979 

Retirement  Contributions 

Member                        $   449,728  $  435,122 

Employer                         455,580  467,788 

Investment  Income                   448  345  356  359 

TOTAL  REVENUES                  $1,353.653  $1,259,269 


EXPENSES 

Benefit  Payments  $   165,797  $   133,780 
Refund  of  Member 

Contributions  155,065  339,641 

Investment  Expense  733  529 

TOTAL  EXPENSES  $   321,595  $  474.050 


OTHER  FINANCING  SOURCES  -  (Uses) 

Transfer  Out  $   (12,364)  (Note  5)    $   (13.470) 

Prior  Year  Adjustments  (3,688)  158,137  (Note  3) 

Excess  of  Revenues  Over 
Expenses  1,016,006  929,886 

Fund  Balance  at  Beginning 
°^   Year  4,728.157  3,798,271 

Fund  Balance  at  End 
°f  Year  $5.744.163  $4,728,157 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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SHERIFFS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 


SOURCE  OF  FUNDS 

Excess  of  Revenues  Over  Expenditures 
Items  not  (providing)  Requiring  Funds: 
Increase  (Decrease)  in  Accounts 

Payable  and  Accrued  Expenses 
Increase  in  Contributions  Receivable 
Increase  in  Accrued  Investment  Income 
Unamortized  Deferred  Gains  and  Losses 

TOTAL  FUNDS  PROVIDED 


1980 


$1,016,006 


(23,094) 
(13,070) 
(30,724) 
(46,790) 


$   902,328 


1979 


$929,886 


38,138 
(61,086) 
(103,488) 
-0- 

$803.450 


USE  OF  FUNDS 

Purchase  of  Investments 

TOTAL  FUNDS  USED 

INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$   909,138 
$  909,138 

$   (6,810) 
9,362 
$    2,552 


$797,095 
$797,095 

$  6,355 

3,007 

$  9,362 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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SHERIFFS'  RETIREMENT  SYSTEM 

Notes   to  the   Financial   Statements 

Fiscal   Years    Ended   June  30,    1979  and   1980 

1.  SUMMARY   OF   SIGNIFICANT    ACCOUNTING    POLICIES 
a. )     Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
accounting  records  of  the  Public  Employees'  Retirement  Division. 
The  division  utilizes  the  accrual  basis  of  accounting.  This  basis 
records    expenditures    when    incurred    and    revenues    when    earned. 

b. )     Investments   in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  purchased  interest  ($2,082)  and  reduced  by  the 
amount  of  unamortized  bond  discounts  ($66,211).  At  June  30,  1980 
the  market  value  of  securities  was  $4,922,925. 

2.  ACTUARIAL    LIABILITIES 
a.  )      Funding  Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contrib- 
uted  since  each   member's   entry   into  the  fund. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 
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In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  $1,980,799  represents  the  unfunded  lability  as 
determined   by  the  systems'   actuary  as  of  June  30,    1980. 

b. )     Analysis  of  Valuation 

The  regular  contribution  rate  for  funding  the  Sheriffs'  Retire- 
ment System  is  14.55  percent  of  each  active  member's  salary.  This 
rate  is  comprised  of  7.55  percent  from  the  county  and  7.0  percent 
from  the  member. 

As  a  result  of  the  valuation  conducted  as  of  June  30,  1980, 
we  have  determined  that  a  contribution  rate  of  12.31  percent  of 
salary  is  required  to  fund  benefits  as  they  accrue  in  the  future. 
The  regular  contribution  rate  allows  a  balance  of  1.75  percent  of 
salaries  to  be  applied  to  the  amortization  of  the  unfunded  liability. 
We  have  determined  that  1.74  percent  is  sufficient  to  amortize  the 
unfunded   liability  over  a   period  of  20.28  years. 

The  financial  position  of  the  Sheriffs'  Retirement  System  has 
remained  stable  relative  to  the  previous  actuarial  valuation  on 
July  1,  1978.  The  normal  cost  has  risen  slightly  and  the  un- 
funded liability  has  decreased  a  small  amount.  The  net  effect  has 
been  a  reduction  in  the  years  of  amortization  from  21.30  years  to 
20.28  years. 

Two  actuarial  assumptions  were  changed  in  this  valuation. 
The  interest  rate  assumption  was  increased  from  6  percent  to 
7  percent.      The  underlying   cost-of-living  assumption  was   increased 
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from  4  percent  to  5^-s  percent.  These  changes  were  made  to  reflect 
projected  economic  trends  and  are  consistent  with  assumptions  used 
in  other  state  retirement  systems. 

The  net  effect  of  these  changes  was  a  slight  increase  in  cost. 
Had  the  previous  assumptions  been  used,  the  amortization  period 
would  have  been  reduced  to  15.55  years.  The  effect  can  also  be 
expressed  with  the  assumption  that  the  amortization  under  the 
previous  assumptions  would  have  been  20.28  years  as  with  the 
current  assumptions.  In  this  event,  the  percentage  required  for 
funding  the  benefits  would  have  been  reduced  from  14.55  percent 
to  14.13  percent. 

The  composition  of  the  membership  of  the  retirement  system 
changed  considerably  during  the  year  because  Butte  and  Anaconda 
elected  a  city-county  form  of  government.  The  result  has  been 
that  sheriffs  in  Silver  Bow  and  Deerlodge  counties  are  now  covered 
under  the  Police  Retirement  System.  They  are  also  shown  as 
inactive  vested  members  in  the  Sheriffs'  Retirement  System.  A 
total  of  29  members  were  affected  by  this  change. 
3.      ACCOUNTING    CHANGES 

In  fiscal  year  1979-80  the  Sheriffs'  Retirement  System  changed 
its  method  of  accounting  from  the  cash  basis  to  the  accrual  basis. 
Financial  information  pertaining  to  fiscal  year  1978-79  has  been 
restated  to  present  that  information  on  a  comparable  basis.  The 
adjustments  to  restate  the  information  could  not  be  recorded  on  the 
Statewide  Budgeting  and  Accounting  System  until  fiscal  year  1979-80. 
Consequently,  the  primary  accounting  records  for  1978-79  differ 
materially  from   the  financial    statements   for  the   same   period. 
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4.  ADMINISTRATIVE    FEE 

The  administrative  fee  for  the  Sheriffs'  Retirement  System 
shall    be    paid    by    the    State    of    Montana    (section    19-7-202,    MCA). 

5.  TRANSFER   OUT 

Transfer  out  represents  the  contributions  and  interest  of 
members  of  the  Sheriffs'  Retirement  System  who  became  Municipal 
Police  Officers.  Their  contributions  to  the  Sheriffs'  Retirement 
System  were  transferred  to  the  Municipal  Police  Officers'  Retire- 
ment System  upon   starting  their  new  employment. 

6.  SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefits  and  contributions 
of  the  Sheriffs'    Retirement  System. 


Effective  Date  - 
Member  Contributions 
County  Contributions 
State  Contributions   - 
Retirement  Benefit  - 


July   1,    1974 

7  percent  of  salary 

7.55  percent  of  salary 

Administrative  expenses 

Minimum  service:      25  years 

Minimum  age:      55 

Mandatory      retirement:         age      65 

except     for     elected     sheriffs     and 

undersheriffs. 

Normal     form:       Life    annuity    with 

payment   of  balance  of  accumulated 

deductions     not     received     by     the 

member     as     of     the     date    of     his 

death        (modified        cash        refund 

annuity). 

Benefit:  2  percent  of  the  aver- 
age monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  X  years  of  service. 
Maximum  50  percent,  except  for 
members  who  have  contributed  for 
more  than  25  years,  the  amount 
above      plus      twice     the     actuarial 
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Disability   Benefit   - 


Death   Benefit  - 


equivalent  of  his  contribution 
after  25  years  of  service. 

Service  disability:  A  monthly 
annuity  equal  to  50  percent  of  his 
final   average  salary. 

Nonservice  disability:  A  monthly 
annuity  in  the  amount  which  can 
be  provided  by  his  accumulated 
deductions  and  the  county's 
contributions. 

Service  death:  50  percent  of  the 
average  monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  less  any  amounts  payable 
under  the  Workers'  Compensation 
Act. 


Termination   Benefit  - 


Nonservice  death:  Either  a  lump 
sum  payment  of  his  accumulated 
deductions  with  interest,  or  the 
actuarial  equivalent  of  2  percent 
of  final  average  salary  for  each 
year  of  service,  with  a  maximum 
of  25  years. 

If  service  discontinued  prior  to 
completion  of  10  years  of  service, 
return  of  member's  contributions 
with  interest.  If  service  discon- 
tinued on  or  after  completion  of 
10  years  of  service,  either  return 
of  member's  contributions  with 
interest  or  an  annuity  which  can 
be  provided  by  member's  and 
county's  contributions. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 

FOR    THE 
JUDGES'    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/4493122 


JAMES  H.  GILLETT.  C.P.A. 

ACTING  LEGISLATIVE  AUDITOR 


JOHNW  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative   Audit  Committee 
of  the  Montana   State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Montana  Judges'  Retire- 
ment System  as  of  June  30,  1980  and  the  related  Statement  of 
Revenues,  Expenses,  and  Changes  in  Fund  Balance,  and  the 
Statement  of  Changes  in  Financial  Position  for  the  two  years  then 
ended.  Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  in  the  circumstances.  We  did  not  examine 
investments  or  investment  revenues  administered  by  the  Board  of 
Investments  which  constitute  96  percent  of  total  assets  and  32  and 
34  percent  of  the  total  revenue  for  fiscal  years  1978-79  and  1979- 
80,  respectively.  These  investments  were  examined  by  other 
auditors  whose  report  thereon  has  been  furnished  to  us,  and  our 
opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts  of 
investments  and  investment  revenues,  is  based  solely  upon  the 
report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  Montana  Judges'  Retirement  System 
at  June  30,  1980,  and  the  results  of  its  operations  and  the 
changes  in  its  financial  position  for  the  two  years  then  ended,  in 
conformity  with  generally  accepted  accounting  principles  which, 
except  for  the  change  in  the  basis  of  accounting  as  described  in 
Note  3  to  the  financial  statements,  with  which  we  concur,  have 
been  applied  on  a  consistent  basis. 

Respectfully   submitted. 


James   Gillett,    CPA 
Acting   Legislative  Auditor 


September  30,    1980 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 

Cash  in  Treasury  $   35,519 
Investments  in  Mortgages  -  at  Cost 

(which  approximates  market)  71,735 

Investments  in  Securities  (Note  1)  -  at  Cost  2,609,240 

Unamortized  Deferred  Gains  and  Losses  52,798 

Accrued  Investment  Income  Receivable  52 , 130 

TOTAL  ASSETS  $2,821,422 


LIABILITIES  AND  RESERVES 


Reserves 


Annuity  Savings  Reserve  $   485,432 

Annuity  Savings  Interest  Reserve  154,805 

Pension  Accumulation  Reserve  2, 181 , 185 

TOTAL  LIABILITIES  AND  RESERVES  $2,821,422 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30.  1980  AND  JUNE  30,  1979 


REVENUE 

Retirement  Contributions 

Member 

Employer 

Court  Fees 
Investment  Income 

TOTAL  REVENUES 


1980 


$   73,222 

73,222 

243,740 

207,433 

$  597.617 


1979 


$   65,978 

65,978 

229,076 

178,094 

$  539.126 


EXPENSES 

Benefit  Payments 
Administrative  Fee  Transfer 
Investment  Expense 

TOTAL  EXPENSES 


$ 

211,947 

$ 

147,141 

2,000 

2,000 

366 

343 

$_ 

214,313 

$ 

149,484 

OTHER  FINANCING  SOURCES  -  (Uses) 
Prior  Year  Adjustments 
Excess  of  Revenues  Over  Expenses 
Fund  Balance  at  Beginning  of  Year 
Fund  Balance  at  End  of  Year 


(3,687) 


379,617 

2.441,805 

$2.821,422 


49.983  (Note  3) 
439.625 
2,002,180 
$2.441.805 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement 
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MONTANA  JUDGES'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 


SOURCE  OF  FUNDS  1980  1979 

Excess  of  Revenues  Over  Expenditures  $379,617  $439,625 

Items  not  (providing)  Requiring  Funds: 

Increase  in  Accounts  Payable  -0-  (45,000) 

Increase  (Decrease)  in  Accrued  Income  (5,914)  (46,216) 

Decrease  in  Accrued  Court  Fees  Receivable  26,792  (26,792) 

Unamortized  Deferred  Gains  and  Losses  (52,798)  (65) 

Accounts  Receivable  -  Dishonored  Checks  -0-  6 

TOTAL  FUNDS  PROVIDED  $347,697  $321,558 


USE  OF  FUNDS 

Purchase  of  Investments 

TOTAL  FUNDS  USED 


$356,103     $280,593 
$356,103     $280,593 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$  (8,406)    $  40,965 
43,925        2,960 


$  35,519 


$  43,925 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONIANA   JUDGES'    RETIREMENT   SYSTEM 

Notes   to  the   Financial   Statements 
Fiscal   Years   Ended   June  30,    1979  and   1980 

1.  SUMMARY   OF   SIGNIFICANT    ACCOUNTING    POLICIES 

a.  )      Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
accounting  records  of  the  Public  Employees'  Retirement  Division. 
The  division  utilizes  the  accrual  basis  of  accounting.  This  basis 
records    expenditures    when     incurred     and     revenue    when     earned. 

b.  )      Investments   in   Securities 

Securities  are  stated  at  cost  for  inventments  in  federal  and 
state  government  securities  and  corporate  securities  increased  by 
the  amount  of  unamortized  premiums  ($954)  and  purchased  interest 
($1,290)  and  reduced  by  the  amount  of  unamortized  bond  discounts 
($60,089).  At  June  30,  1980  the  market  value  of  securities  was 
$2,219,200. 

2.  ACTUARIAL    LIABILITY 
a.  )      Funding   Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  fund  the  benefits,  assuming  this  percentage  has  been  contrib- 
uted  since  each   member's   entry   into   the   fund. 
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The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 

In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  ($4,221,166)  represents  the  unfunded  liability 
as  determined   by  the  system's  actuary  as  of  June  30,    1980. 

b.  )     Analysis  of  Valuation 

As  a  result  of  the  valuation  conducted  as  of  June  30,  1980,  it 
was  determined  that  a  contribution  rate  of  33.19  percent  of  salary 
is  required  to  fund  benefits  as  they  accrue  in  the  future.  An 
additional  11.78  percent  is  required  to  amortize  the  current  un- 
funded liability  over  a  40-year  period.  As  such,  the  total  recom- 
mended contribution  rate  for  the  Judges'  Retirement  System  is 
44.97  percent  of  salary. 

The  regular  contribution  rate  for  funding  the  Judges'  Retire- 
ment System  is  32  percent  of  each  judge's  salary.  This  rate  is 
comprised  of  6  percent  from  the  state,  20  percent  from  district 
court  fees,  and  6  percent  from  each  member.  In  addition,  one-fourth 
of  the  fees  collected  by  the  supreme  court  are  contributed  to  the 
system.  This  amount  represents  approximately  1  percent  of  salary 
which  allows  a  total  rate  of  approximately  33  percent  of  each 
member's  salary. 


68 


The  current  contribution  rate  is  barely  adequate  to  meet  the 
cost  of  the  benefits  as  they  accrued  in  the  future  and  allows  no 
funding  towards  the  past  service  liability.  It  is  therefore  impera- 
tive that  the  contribution  rate  be  increased  substantially.  The 
total   increase  recommended   is  approximately   12  percent. 

The  recommended  contribution  rate  of  44.97  percent  repre- 
sents an  increase  of  5.65  percent  over  the  rale  recommended  in 
the  actuarial  valuation  conducted  on  July  1,  1978.  This  increase 
is  attributable  to  a  change  in  actuarial  assumptions  necessitated  by 
future  cost-of-living  adjustments.  The  previous  actuarial  valuation 
had  assumed  that  salaries  would  increase  at  the  rate  of  4  percent 
per  year  as  a  result  of  cost-of-living  adjustments.  The  projected 
cost-of-living  adjustments  have  been  increased  to  S'l  percent  in 
this  valuation.  The  additional  funding  requirements  generated  by 
this  assumption  change  was  partially  offset  by  an  increase  in  the 
projected  net  investment  rate  from  6  percent  to  7  percent  per 
annum. 

The  special  effect  of  cost-of-living  adjustments  upon  the 
Judges'  Retirement  system  should  be  noted.  When  a  salary  in- 
crease is  given  to  the  office  from  which  the  retired  judge  was 
previously  employed,  a  proportionate  increase  is  granted  to  the 
retired  judge.  As  a  result,  cost-of-living  increases  to  active 
members  directly  increase  the  cost  of  benefits  to  retirees.  Cost-of- 
living  adjustments  do  not  have  the  same  direct  effect  upon  active 
members  since  the  additional  cost  of  the  projected  benefit  increases 
are  somewhat  offset  by   larger  contributions  to  the  system. 
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If  the  above  assumption  changes  had  not  been  made,  the 
recommended  contribution  rate  would  have  been  39.37  percent  of 
salary.  The  change  in  the  assumptions  resulted  in  a  5.60  percent 
in   the  contribution    rate. 

In  past  valuations,  the  cost  of  disability  benefits  have  been 
implicitly  contained  within  the  retirement  benefit  cost.  This  valua- 
tion contains  an  explicit  assumption  on  disability  rates  and  distin- 
guishes the  cost  for  this   particular  decrement. 

3.  ACCOUNTING   CHANGES 

In  fiscal  year  1979-80,  the  Judges'  System  changed  its  method 
of  accounting  from  the  cash  basis  to  the  accrual  basis.  Financial 
information  pertaining  to  fiscal  year  1978-79  has  been  restated  to 
present  that  information  on  a  comparable  basis.  The  adjustments 
to  restate  the  information  could  not  be  recorded  on  the  Statewide 
Budgeting  and  Accounting  System  until  fiscal  year  1979-80.  Conse- 
quently, the  Statewide  Budgeting  and  Accounting  System's  records 
for  1978-79  differ  materially  from  the  financial  statements  for  the 
same  period. 

4.  ADMINISTRATIVE    FEE 

The  administrative  fee  for  the  Judges'  Retirement  System  is 
paid  directly  to  the  Public  Employees'  Retirement  System.  Cur- 
rently this  fee  amounts  to  $2,000  annually. 

5.  SUMIVIARY   OF    BENEFITS   AND   CONTRIBUTIONS 

The  following  is  a  summary  of  the  benefit  and  contributions  of 
the  Montana  Judges'   Retirement  System. 
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Effective  Date   - 
Member  Contribution 
State  Contribution   - 


Retirement   Benefit 


Disability   Benefit   - 


Death   Benefit 


Termination   Benefit 


July  1,    1967 

6  percent  of  salary 

6  percent  of  active  judges' 
salaries,  plus  20  percent  of 
salaries  payable  from  district 
court  fees  in  addition  to  one- 
fourth      of      supreme      court     fees. 

Minimum   service:      5  years 
Minimum  age:      65 
Mandatory   retirement:      70 
Normal    form:       Life    annuity   with   a 
death    benefit  equal   to  the  present 
value    of    the    retirement    allowance 
at    the    date    of    retirement    less   all 
retirement     benefits     paid    to    date 
(full   cash   refund   annuity). 

Benefit:  3  1/3  percent  of  the 
current  monthly  salary  for  the 
office  retired  from  for  each  of  the 
first  15  years  of  credited  service, 
plus  1  percent  per  year  of  such 
monthly  salary  for  each  year  of 
service     in     excess     of     15     years. 

Service  disability:  Larger  of 
50  percent  of  monthly  salary  or 
accrued   benefit. 

Non-service  disability:  Actuarial 
equivalent  of  the  member's  ac- 
crued retirement  benfit;  or  ac- 
crued retirement  benefit  if  over 
age  60. 

Service  death:  Member's  accrued 
retirement  benefits. 

Non-service        death:  Actuarial 

equivalent  of  the  benefit  which 
would  have  been  payable  had  the 
member  terminated  for  reasons 
other  than  death. 

If  service  discontinued  prior  to 
completion  of  5  years  of  service, 
return  of  accumulated  contribu- 
tions without  interest.  If  service 
discontinued  after  5  years  but 
less  than  12  years  of  service, 
either    return   of   the   aggregate   of 
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accumulated  contributions  with 
interest  or  the  actuarial  equiva- 
lent of  the  member's  accrued 
benefit.  After  12  or  more  years, 
either  return  of  the  aggregate  of 
accumulated  contributions  plus 
interest  or  the  accrued  retirement 
benefit. 
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AUDITOR'S    REPORT   AND   FINANCIAL   STATEMENTS 

FOR    THE 
HIGHWAY    PATROLMEN'S    RETIREMENT   SYSTEM 


STATE  OF  MONTANA 


Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JAMES  H.GILLETT.C.P.A. 

ACTING  LEGISLATIVE  AUDITOR 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative   Audit   Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Montana  Highway 
Patrolmens'  Retirement  System  as  of  June  30,  1980  and  the  related 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance, 
and  the  Statement  of  Changes  in  Financial  Position  for  the  two 
years  then  ended.  Our  examination  was  made  in  accordance  with 
generally  accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  We 
did  not  examine  investments  or  investment  revenues  administered 
by  the  Board  of  Investments  which  constitute  97  percent  of  total 
assets  and  32  and  37  percent  of  the  total  revenue  for  fiscal  years 
1978-79  and  1979-80,  respectively.  These  investments  were  ex- 
amined by  other  auditors  whose  report  thereon  has  been  furnished 
to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates  to 
the  amounts  of  investments  and  investment  revenues,  is  based 
solely   upon   the   report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly  the  financial  position  of  the  Montana  Highway  Patrolmen's 
Retirement  System  at  June  30,  1980,  and  the  results  of  its  opera- 
tions and  the  changes  in  its  financial  position  for  the  two  years 
then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  change  in  the  basis  of  accounting 
as  described  in  Note  3  to  the  financial  statements,  with  which  we 
concur,    have  been   applied  on   a  consistent  basis. 

Respectfully   submitted. 


James   Gillett,    CPA 
Acting    Legislative  Auditor 


September  30,    1980 
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MONTANA  HIGHWAY  PATROLMENS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 

Cash  in  Treasury  $    76,179 

Investment  in  Securities  (Note  1)  -  at  Cost  6,406,723 

Unamortized  Deferred  Gains  and  Losses  85,223 

Accrued  Investment  Income  Receivable  147 ,758 

TOTAL  ASSETS  $6,715,883 


LIABILITIES  AND  RESERVES 


Liabilities 


Accrued  Benefits  $    3,217 

Total  Liabilities  3,217 

Reserves 

Annuity  Savings  Reserve  1,641,569 

Annuity  Savings  Interest  Reserve  379,524 

Pension  Accumulation  Reserve  4,691 ,573 

Total  Reserves  6,712,666 

TOTAL  LIABILITIES  AND  RESERVES  $6,715,883 


The  accompanying  notes  are  an  integral  part  of  this  financial 
statement. 
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MONTANA  HIGHWAY  PATROLhtENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  REVENUES,  EXPENSES  AND  CHANGES  IN  FUND  BALANCE 
FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 


REVENUES 

Retirement  Contributions 

Member 

Employer 
Investment  Income 

TOTAL  REVENUES 


1980 


$  249,834 
587,375 
503,074 

$1,340,283 


1979 


$  238,069 
618,759 
425,017 

$1,281,845 


EXPENSES 

Benefit  Payments 

Refund  of  Member  Contributions 

Investment  Expense 

TOTAL  EXPENSES 


480,722 

$ 

428,334 

12,873 

16,119 

901 

839 

$  494,496 


$  445,292 


OTHER  FINANCING  SOURCES  -  (Uses) 
Prior  Year  Adjustments 
Excess  of  Revenues  Over  Expenses 
Fund  Balance  at  Beginning  of  Year 
Fund  Balance  at  End  of  Year 


$    (1.937) 
843,850 
5,868,816 
$6,712,666 


$   133,591  (Note  3) 
970,144 
4,898,672 
$5,868,816 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA  HIGHWAY  PATROLMENS'  RETIREMENT  SYSTEM 
STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FISCAL  YEARS  ENDED  JUNE  30,  1980  AND  JUNE  30,  1979 


SOURCE  OF  FUNDS  1980 

Excess  of  Revenues  Over  Expenditures  $  843,850 

Items  not  (providing)  Requiring  Funds: 

Increase  in  Accrued  Expenses  483 

Increase  in  Accrued  Investment  Income  (24,961) 

Unamortized  Deferred  Gains  and  Losses  (39 , 741) 

TOTAL  FUNDS  PROVIDED  $  779,631 


1979 

$  970,144 

2,734 
(122,797) 
3,795 

$  853,876 


USE  OF  FUNDS 

Purchase  of  Investments 
TOTAL  FUNDS  USED 


$841  j^  10 
$  841,510 


$  716,453 
$  716,453 


INCREASE  (DECREASE)  IN  CASH 
Cash  at  Beginning  of  Year 
Cash  at  End  of  Year 


$  (61,879) 


138,058 


$   76,179 


$  137,423 

635 

$  138,058 


The  accompanying  notes  are  an  integral  part  of  this  financial  statement. 
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MONTANA    HIGHWAY    PATROLMEN'S    RETIREMENT   SYSTEM 

Notes   to  the   Financial   Statements 

Fiscal   Year   Ended  June  30,    1979  and   1980 


1.  SUMMARY   OF   SIGNIFICANT    ACCOUNTING   POLICIES 
a. )      Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
accounting  records  of  the  Public  Employees'  Retirement  Division. 
The  division  utilizes  the  accrual  basis  of  accounting.  This  basis 
records    expenditures    when    incurred    and    revenues    when    earned. 

b.  )      Investments   in   Securities 

Securities  are  stated  at  cost  for  investments  in  federal  and 
state  government  securities  and  corporate  securities,  increased  by 
the  amount  of  unamortized  premiums  ($3,100)  and  purchased  inter- 
est ($1,617)  and  reduced  by  the  amount  of  unamortized  bond 
discounts  ($123,064).  At  June  30,  1980  the  market  value  of  securities 
was  $5,351,547. 

2.  ACTUARIAL    LIABILITIES 
a.  )      Funding   Method 

The  method  of  funding  employed  is  commonly  referred  to  as 
the  entry  age  normal  cost  method.  This  method  establishes  a 
normal  cost  of  each  fund,  as  well  as  an  unfunded  accrued  liability. 
The  normal  cost  is  the  level  percentage  of  total  salaries  required 
to  lund  the  benefits,  assuming  this  percentage  has  been  contrib- 
uted  since  each   member's  entry   into  the  fund. 
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The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
fund  and  the  present  value  of  expected  future  contributions  for 
the  normal   cost. 

In  order  to  maintain  the  fund  on  an  actuarially  sound  basis, 
the  rate  of  contribution  should  be  such  as  to  meet  the  normal  cost 
in  addition  to  making  progress  towards  the  amortization  of  the 
unfunded   liability. 

The  amount  of  ($8,179,255)  represents  the  unfunded  liability 
as  determined   by  the  systems'   actuary  as  of  June  30,    1980. 

b.  )     Analysis  of  Valuation 

The  actuarial  valuation  as  of  June  30,  1980  has  determined 
that  the  percentage  of  each  member's  salary  required  to  fund 
benefits  as  they  accrue  in  the  future  is  18.37  percent.  An  addi- 
tional percentage  of  7.77  percent  is  required  to  amortize  the  un- 
funded past  service  liability  of  $8,022,535  over  a  period  of  40 
years.  Therefore,  the  total  recommended  contribution  rate  is 
26.14  percent. 

The  regular  contribution  rate  for  funding  the  Highway  Patrol- 
men's Retirement  System  is  22^-j  percent  of  each  active  patrolmen's 
salary.  This  rate  is  comprised  of  16  percent  from  the  state  and 
6\  percent  from  the  member.  This  amount  is  3.64  percent  less 
than  recommended  and  is  not  sufficient  to  amortize  the  unfunded 
liability   in  future  years. 

Two  actuarial  assumptions  were  changed  in  this  valuation. 
The  interest  rate  assumption  was  increased  from  6  percent  to 
7  percent.      The  underlying   cost-of-living   assumption   was   increased 
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from  4  percent  to  S\  percent.  These  changes  were  made  to  reflect 
projected  economic  trends  and  are  consistent  with  assumptions  used 
in  other  state  retirement  systems. 

The  net  effect  of  these  changes  was  a  decrease  in  cost.  This 
decrease  resulted  from  the  fact  that  a  substantial  portion  of  the 
total  liability  of  the  Highway  Patrolmen's  Retirement  System  is 
attributable  to  benefits  currently  paid  to  retired  members.  The 
projected  cost  of  these  benefits  is  decreased  because  of  the  change 
in  the  interest  assumption  and  is  not  effected  by  the  more  conserva- 
tive cost-of-living  assumption. 

If  the  actuarial  assumptions  had  not  been  changed,  the  recom- 
mended contribution  would  have  been  increased  by  .8  percent 
which,  based  on  a  current  payroll  of  $3,468,570,  represents  an 
annual  outlay  of  $27,749. 

3.  ACCOUNTING   CHANGES 

In  fiscal  year  1979-80,  the  Montana  Highway  Patrolmen's 
Retirement  System  changed  its  metod  of  accounting  from  the  cash 
basis  to  the  accrual  basis.  Financial  information  pertaining  to 
fiscal  year  1978-79  has  been  restated  to  present  that  information 
on  a  comparable  basis.  The  adjustments  to  restate  the  information 
could  not  be  recorded  on  the  Statewide  Budgeting  and  Accounting 
System's  records  for  1979-80.  Consequently,  the  Statewide  Budget- 
ing and  Accounting  System's  records  for  1978-79  differ  materially 
from   the  financial    statements   for   the   same  period. 

4.  ADMINISTRATIVE    FEE 

The  financial  statements  presented  do  not  include  the  adminis- 
trative fee  of  $2,000  that  is  spent  directly  out  of  the  General 
Fund. 
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5.      SUMMARY   OF    BENEFITS   AND   CONTRIBUTIONS 

Following    is    a    summary    of    the    benefits    and    contributions   of 
the  Montana   Highway   Patrolmen's   Retirement  System. 


Effective   Date   - 
Member  Contributions 
State  Contributions   - 

Retirement   Benefit  - 


Disability   Benefit 


Death   Benefit 


July   1,    1945 

6'^  percent  of  salary 

16  percent       of       active 
patrolmen's  salaries 


highway 


Minimum  service:  20  years 
Minimum  age:  none 
Mandatory  retirement:  age  60 
Normal  form:  Life  annuity  with  a 
death  benefit  equal  to  the  present 
value  of  the  retirement  allowance 
at  the  date  of  retirement  less  all 
retirement  benefits  paid  to  date 
(full   cash   refund  annuity). 

Benefit:  2  percent  of  the  aver- 
age monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  for  each  of  the  first  25 
years  of  service,  plus  1  percent 
per  year  of  such  average  monthly 
salary  for  each  additional  year  of 
service     in     excess     of     25     years. 

Service  disability:  50  percent  of 
the  average  monthly  salary  during 
the  highest  36  consecutive  months 
of  earnings. 

Non-service  disability:  Actuarial 
equivalent  of  the  member's  ac- 
crued  retirement  benefit. 

Service  death:  50  percent  of  the 
average  monthly  salary  during  the 
highest  36  consecutive  months  of 
earnings  less  any  amounts  payable 
under  the  Workers'  Compensation 
Act. 

Non-service        death:  Actuarial 

equivalent  of  the  member's  ac- 
crued  retirement   benefit. 
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Termination   Benefit   -  If     service     discontinued     prior     to 

completion  of  10  years  of  service, 
return  of  accumulated  contribu- 
tions without  interest.  If  service 
discontinued  on  or  after  comple- 
tion of  10  years  of  service,  either 
return  of  the  aggregate  of  accumu- 
lated contributions  with  interest 
or  the  actuarial  equivalent  of  the 
member's  accrued  retirement 

benefit. 

6.       LITIGATION 

The  Public  Employees'  Retirement  Division's  method  of  deter- 
mining the  actuarial  reduction  for  "retirement  age"  is  being  chal- 
lenged through  litigation.  If  the  petitioner  is  successful  all  inac- 
tive and  some  active  highway  patrolmen  who  are  retired  (or  will 
retire)  with  less  than  25  years  of  service  may  be  eligible  for 
increased  benefits.  The  division's  legal  counsel  estimates  the 
probability  of  the  division  winning  the  case  as  50  percent.  Be- 
cause the  number  of  members  who  are  retired  (or  will  be)  with  less 
than  25  years  service  is  unknown,  the  division's  liability  in  the 
event  of  a   loss  cannot  be  estimated. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 

FOR    THE 
SOCIAL   SECURITY    PROGRAM 


JAMES  H.GILLETT.C. PA. 

ACTING  LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative   Audit   Committee 
of  the  Montana   State   Legislature: 

We   have  examined   the   Balance  Sheet   Statement  of  the  Social   Security 
Agency     Fund    as    of    June  30,    1980    and    the    related    Statement    of 
Changes    in    Assets    and    Liabilities    for    the    two    years    then    ended. 
Our    examination    was    made    in    accordance    with    generally    accepted 
auditing   standards  and,    accordingly,    included   such  tests  of  account- 
ing   records   and   such   other  accounting   procedures   as  we  considered 
necessary    in    the    circumstances.       We    did    not    examine    investments 
administered     by    the    Board    of     Investments    which    reflect    82    and 
91    percent    of    total     assets    for    fiscal    years    1978-79    and    1979-80, 
respectively.      These    investments    were   examined    by   other   auditors 
whose    report    thereon    has    been    furnished    to    us,    and   our   opinion 
expressed   herein,    insofar  as   it   relates   to   the  amounts  of  investments, 
is   based   solely   upon   the   report  of  the  other  auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statement  referred  to  above  presents 
fairly  the  financial  position  of  the  Social  Security  Agency  Fund  for 
the  two  years  ended  June  30,  1980,  in  conformity  with  generally 
accepted  accounting  principles,  which  have  been  applied  on  a 
consistent  basis. 


Respectfully   submitted, 


Vr-o-O 


James   Gillett,    CPA 
Acting   Legislative  Auditor 


September  30,    1980 
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SOCIAL  SECURITY  AGENCY  FUND 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 

Cash  in  Treasury  $  1,449,124 

Accounts  Receivable  2,190 

Investments  -  at  Cost  (Note  1)                  15,312,370 

Total  Assets  $16,763,684 


LIABILITIES 

Due  to  Federal  Government  $15,320,279 

Due  to  PERD  1,443,405 

Total  Liabilities  $16,763,684 
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SOCIAL 

SECURITY 

AGENCY 

FUND 

Notes  to  the 

Financial 

Statements 

Fiscal   Years   Ended   June  30,    1979  and   1980 

1.  SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
a.  )     Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  by  the 
Social  Security  Program.  The  Program  utilizes  the  modified  accrual 
basis  of  accounting.  This  basis  records  expenditures  when  a  valid 
obligation  exists  and   revenue  when   received. 

b. )     Investments   in   Securities 

Securities  at  June  30,  1980  are  included  at  cost  of  $15,312,369 
(market  value  -  $15,248,220)  for  investments  in  federal  and  corpo- 
rate securities  decreased  by  the  amount  of  unamortized  bond 
discounts  ($2,318). 

2.  DUE   TO    FEDERAL   GOVERNMENT 

The  Social  Security  Program  collects  payments  by  public 
employees  and  employers.  These  Social  Security  contribution 
receipts  are  payable  to  the  federal  government  45  days  after  the 
end  of  each  quarter. 

The  amount  reported  as  Balance,  June  30,  1980,  includes  the 
Social  Security  contribution  receipts  for  the  quarter  ended 
June  30,  1980.  These  collections  are  due  the  federal  government 
August  15,    1980. 

Due  Federal  Government  (1979)  reflects  a  prior  year  adjust- 
ment in  the  amount  of  $1,454.00  for  the  Board  of  Investments' 
Administrative  Costs. 
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AUDITOR'S    REPORT    AND    FINANCIAL   SCHEDULE 

FOR    THE 
VOLUNTEER    FIREFIGHTERS'    COMPENSATION    FUND 


II  IK 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


STATE  CAPITOL 

HELENA.  MONTANA  59620 

406/449-3122 


JAMES  H.GILLETT.C.P.A. 

ACTING  LEGISLATIVE  AUDITOR 


JOHNW.  NORTHEY 

STAFF  LEGAL  COUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Schedule  of  Benefit  Payments  of  the  Volun- 
teer Firefighters'  Compensation  Fund,  for  the  two  fiscal  years 
ended  June  30,  1980.  Our  examination  was  made  in  accordance 
with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circum- 
stances. 

Monthly  benefit  payments  are  made  to  qualified   volunteer  firefighters, 
The    benefit    payments    are    based     upon     the    amount    of    insurance 
premium     taxes     collected     in     the     preceding     year.       Payments    are 
recorded   by   the   PERD  on   the  cash   basis,    that   is,    when   the   payment 
is  made  to  the  volunteer  firefighter. 

In  our  opinion,  the  Schedule  of  Benefit  Payments  referred  to  above 
presents  fairly  the  benefit  payments  on  the  basis  described  above 
of  the  Volunteer  Firefighters'  Compensation  Fund  for  the  two  years 
ended  June  30,    1980  on   a  consistent  basis. 


Respectfully  submitted. 


>"V»J.-0         ^■ 


James   Gillett,    CPA 
Acting    Legislative  Auditor 


September  30,    1980 
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VOLUNTEER  FIREFIGHTERS'  COMPENSATION  FUND 
SCHEDULE  OF  BENEFIT  PAYMENTS 
FISCAL  YEARS  ENDED  JUNE  30.  1979  AND  JUNE  30.  1980 


Year  Ended  June  30,  1979 

Benefit  Payments  $136,390 

TOTAL  $136,390 


Year  Ended  June  30,  1980 

Benefit  Payments  $218,474 

TOTAL  $218,474 
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AGENCY  REPLIES 


DEPARTMENT  OF  ADMINISTRATION 

PUBLIC  EMPLOYEES  RETIREMENT  DIVISION 


TEDSCHWINDEN  GOi/ERNOR 


1712  9TH  AVENUE 


STATE  OF  MOJTANA' 


(406)449-3154 


HELENA,  MONTANA  59620 


January  5,   1981 


RECeWED 


Mr.  James  H.  Gillett 

Audit  Manager 

Office  of  Legislative  Auditor 

Capitol  Building 

Helena,  MT.  59620 

Dear  Mr.  Gillett: 


Enclosed  is  iny  written  response  to  the  recotrmendations  contained 
in  the  Audit  Report  for  the  Public  Enployees'  Retirement  Divisico  for 
the  period  ended  June  30,  1980.  This  response  is  made  on  behalf  of 
the  Public  Bnployees'  Retirement  Board. 

The  Board  is  particularly  concerned  \<rLth   the  reccrrmendations 
that  were  made  at  the  last  audit  which  have  not  yet  been  implanented. 
For  those  reconmendations  that  require  legislation,  legislation  has 
been  proposed.  For  those  recammendations  requiring  computer  applica- 
tions, the  reconmendations  will  be  implBnented  at  the  time  the  new 
P.E.R.D.  computer  systans  are  in  place  and  operating. 

The  Board  has  requested  progress  reports  on  the  implonentation  of 
the  audit  reccmmendations  in  vjfiich  they  concur. 

Thank  you  for  the  opportunity  to  respond  to  this  report  and  if 
you  wish  to  discuss  any  information  presented,  please  contact  me  at 
your  convenience. 


Sincerely, 


Lawrence  P.  Nach 
Public  Einployees 
LPN/j 
End. 

Copy:  Public  Einployees'  Retiranent  Board 
Mr.  Morris  L.  Brusett,  Director 
Department  of  Administration 


76/WLt'^'. 


heim,  Administrator 
Retirement  Division 
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4/v  loom  OPPOffrvmry  (upioycr 


Department  of  Admmistration 

Public  Enployees'  Retirenent  Division 

Suamary  of  Recommendations  of  the 
Public  Enployees'  Retiranent  Board 

Prepared  By:  Administrator 


RECOMMENDATION  1 

A.  Conpare  the  benefits  payroll  on  a  periodic  basis  to  the  most 
recent  tape  files  of  deaths  reported  to  the  Department  of 
Health  and  Environmental  Sciences. 

B.  Confirm  the  existence  of  benefit  recipients  who  retired  prior 
to  July  1,  1979. 

A.  Again  we  concur  subject  to  the  completion  of  our  current  soft- 
ware implenentation.  Current  P.E.R.D.  conputer  systons  are  so  antiquated 
that  they  do  not  readily  lend  thonselves  to  adaptation  for  sipplonental 
progranming . 

B.  We  concur.  The  Board  will  discuss  alternatives  at  future 
meetings,  based  on  anticipated  budget. 

RECOMMENDATION  2 

A.  Reqxiire  all  disabled  monbers  of  the  Public  Qiployees'  Retire- 
ment Systan  to  submit  an  "annual  statanent  of  income"  and 
corroborative  informaticn  supporting  the  statanent. 

B.  Implanent  procedures  to  verify  that  incone  reported  by  disabled 
menbers  is  correct  and  that  their  benefit  payments  are  within 
the  limit  allowed  by  law. 

A.  We  partially  concur.  The  current  procedures  in  use  by  the 
P.E.R.S.  are  evidently  not  adequate,  however,  some  discretion  should  be 
used  in  requesting  income  statements.  An  administrative  review  of  all 
disabled  retirees  will  be  completed  before  January  1,  1982,  and  those 
retirees  who  are  terminally  ill,  ccmpletely  incapacitated  or  of  six;h  an 
age  that  they  would  not  reasonably  be  expected  to  participate  in  active 
anployment,  may  be  discontinued  frcm  review,  subject  to  Board  discretion. 
The  Board  will  discuss  alternatives  at  a  future  meeting. 

B.  We  concur.  It  is  anticipated  that  we  will  use  the  ESD  records 
as  part  of  the  verification  procedure  vhen  our  current  software  implanenta- 
tion  is  completed.  Additional  procedures  will  be  discussed  by  the  Board. 
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RECCM1ENDATI0N  3 

We  recomnend  the  Public  Eiiployees'  Retiranent  Board  review 
disability  records  for  all  the  retiranent  systems  to  determine 
that  the  individuals  continue  to  qualify  for  disability  benefits. 

We  concur  in  substance.  Legislation  has  been  proposed  for  the 
1981  Session  to  provide  disability  review  procedures  and  salary  limita- 
tions for  the  systans  administered  by  the  P.E.R.D.  This  is  consistent 
with  our  previous  response. 

RECO^IMENDATICN  4 

A.  Initiate  procedures  to  ensure  a  thorough  verification  of  final 
average  salary  to  retirees. 

B.  Require  a  second  verification  of  death  benefit  calculations. 

C.  Establish  procedijres  to  correct  the  inadequate  segretation  of 
duties  described  above. 

A.  We  do  not  concur.  We  feel  current  procedures  are  adequate,  hew- 
ever,  we  have  already  discussed  the  verification  procedures  with  the 
enployees  involved  in  making  these  calculatiais  to  ensure  cotipliance  vd.th 
these  procedures.  The  errors  discussed  in  the  report  were  primarily  a 
result  of  a  change  in  Central  Payroll  reporting  in  November  1979  when  the 
payroll  reporting  was  changed  from  a  when-earned  basis  to  a  when-paid 
basis.  This  resulted  in  the  distorted  calculations. 

B.  We  concur.  A  seccnd  verification  is  currently  being  made  of 
each  death  benefit  calculation. 

C.  We  concur  in  substance.  With  the  new  software  system,  we  will 
have  better  mechanism  to  provide  internal  controls  and  we  hope  to  provide 
a  greater  segregations  of  duties,  depending  en  budget.  Any  reassignment 
of  duties  will  also  be  affected  by  new  legislation  in  the  retirement  area. 

RECOMMENDATION  5 

A.  Inplanant  procedures  to  periodically  inform  inactive  raaiibers 
of  the  status  of  their  retirement  accounts. 

B.  Pay  interest  on  all  inactive  members'  accounts. 

A.  We  concur.  The  Department  of  Revenue  has  agreed  to  send  out 
notifications  to  all  inactive  manbers  who  file  state  tax  returns.  We 
will  attarpt  to  contact  all  vested  manbers  during  calendar  year  1981 
advising  than  of  their  current  retiranent  status. 

B.  V7e  concur.  We  had  requested  a  review  of  the  October  3,  1979, 
Attorney  General's  Opinion.  The  Attorney  General  revie^-jed  and  sustained 
his  previous  opinion  in  a  letter  dated  October  7,  1980.  Currently,  all 
P.E.R.S.  manber  accounts  are  accumulating  interest. 
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RECOMMENDATICN  6 

A.  Corply  with  state  statutes  and  deposit  social  security 
interest  income  in  the  earmarked  revenue  fund. 

B.  Establish  an  equitable  and  consistent  method  for  charging 
each  retiranent  system  for  administrative  costs. 

C.  Request  legislative  clarification  of  the  statutes  defining 
the  administrative  costs  \^hich  may  be  defrayed  using  social 
security  interest  income. 

A.  We  do  not  concur.  The  Board  feels  that  we  are  current  conp lying 
with  state  statutes.  The  position  is  supported  by  previous  audit  reports 
and  legislative  action  on  past  budgets  ^oAiich  detail  the  transfers  of 
moneys  between  funds.  Cost  of  living  increases  statutorily  granted 
retiranent  members  of  the  P.E.R.S.  in  the  years  1971,  1973,  1975.  1977  and 
1979,  were  predicated  on  the  availability  of  these  funds.  Where  the 
method  of  accounting  can  be  changed,  any  loss  of  funding  due  to  an 
accounting  change  would  jeopardize  the  funding  of  the  P.E.R.S.  unless 

the  funding  is  provided  in  sane  other  manner.  In  1968,  as  a  direct 
result  of  the  interest  eairdng  of  the  social  security  moneys,  the  three- 
tenths  of  one  percent  of  salary  collected  by  the  Public  Employees'  Retire- 
ment Board  was  discontinued  by  the  Board.  If  the  administrative  expense 
of  three-tenths  of  one  percent  of  salary  been  in  effect  during  fiscal  year 
1979-1980,  it  would  have  provided  $1.5  M  to  the  Public  Enployees '  Retirem.ent 
Division. 

B.  We  concur.  Legislation  has  been  proposed  providing  similar 
statute  concerning  administrative  expense  for  all  systems  administered 
by  the  P.E.R.D. 

C.  We  concur.  Legislation  has  been  proposed  providing  the  re- 
definition of  aiployer  contributions  and  eliminating  the  administrative 
expense  rate.  Another  bill  has  been  proposed  requesting  a  change  in  the 
procedures  for  the  accounting  of  the  social  security  interest  incctne. 

RECOMMENDATION  7 

We  recomnend  the  Division  test  the  accuracy  of  all  retirement 
data  using  statistical  sampling  techniques  prior  to  furnishing 
it  to  the  Actuary. 

We  concijr  in  principal.  The  Division  has  continuously  attanpted 
to  improve  the  data  and  the  data  controls,  both  in  the  fiscal  accounting 
and  manbership  records.  The  tape  that  was  erroneously  given  to  the 
actuai-y  was  a  human  error  not  a  systan  error.  As  a  result  of  inquiries 
by  the  Legislative  Auditor,  an  additional  review  of  information  supplied 
the  Actuary  was  conducted.  Based  on  our  review,  we  find  that  the  data 
furnished  the  Actuary  is  supported  by  independent  fiscal  data  and 
manbership  record  count.  The  outcome  of  the  1980  Actuarial  Valuation 
is,  in  our  opinion,  the  best  report  to  date  of  the  actuarial  position 
of  the  P.E.R.S. 
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RECOMMENDATION  8 

We  reconmend  the  Office  of  the  State  Auditor  transfer  the  state's 
share  of  retironent  contributions  to  the  Municipal  Police  Officers' 
Retireinent  System  at  the  time  specified  by  statute. 

We  concur.  We  will  work  with  the  State  Auditor  to  secure  a  change 
in  the  statutes  recognizing  early  depositing  as  advantageous  to  the 
systan. 

RECOl'ENDATia^  9 

A.  Perform  annual  formal  reccnciliations  of  the  financial  state- 
ments and  SBAS. 

B.  Report  Annually  to  the  Department  of  Administration,  Accounting 
Division,  the  significant  differences  between  the  P.E.R.S. 
financial  statements  and  amounts  recorded  on  SBAS. 

C.  Calculate  refunds  payable  by  sumning  contributicns  and  interest 
for  the  appropriate  individual  accounts. 

A.  We  concur.  Since  SBAS  is  our  primary  accounting  system  our 
reconciliations  may  not  have  been  as  formal  as  they  could  have  been.  VJe 
feel  they  were  accurate.  We  shall  prepare  more  formal  reconciliations 
for  the  auditors. 

B.  We  concur.  All  significant  differences  cited  in  the  audit 
report  v/ill  be  reported  to  the  Department  of  Administration.  There  were 
no  significant  differences  in  1978. 

C.  Vie   concur.  This  change  is  reflected  in  current  financial 
statsnents.  Adjustments  have  been  made  to  SBAS. 

RECOMMENDATION  10 

A.  Establish  disaster  file  retention  procedures  that  will  adequately 
backup  the  Division's  conputer  files. 

B.  Adequately  secure  the  new  systan  against  unauthorized  access 
and  request  CSD  to  adequately  secure  the  programs  stored  in 
production  libraries. 

C.  Develop  an  adequate  operations  manual. 

A.  We  concur.  Steps  have  been  taken  to  improve  the  current  disaster 
file  retention. 

B.  We  concur  in  principal.  We  will  advise  the  CSD  of  our  wishes, 
however,  it  is  difficult  for  a  user  to  define  specific  safeguards  for  a 
servicing  agency. 

C.  We  again  concur.  The  new  computer  system  will  have  a  more 
detailed  manual.  As  stated  in  the  last  audit  report  we  see  no  reason 
to  expend  time  or  money  to  write  a  new  manual  for  an  old  system  which 
will  be  obsolete  in  6  or  7  months  when  the  current  systan  is  implanented 
and  functional. 
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sm^iar'ffici  €M^'  M[€i5rTr.^MOk 


OFFICE   OF 

E.  V.  "Sonny"  OMHOLT 

STATE  AimiTOR 

COMMrSSIONER  OF  INSURANCE 
SECURITIES  COMMISSIONER 
CENTRAL  PAYROLL  SYSTEM 

He  LENA,  Montana  59601 


DecQTtoer  23,    1980 


RECEIVED 

MONTANA  LEGISLATIVE  AUDITOR 


Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana     59601 

Attention:  James  H.  Gillett,  Audit  Manager 


As  requested,  enclosed  find  one  copy  of  our  answer  pertaining  to  your 
audit  of  the  Public  Hnployees'  Retirement  Division. 

If  you  have  any  questions,  please  do  not  hesitate  to  call  me. 


E.    V.    "SOSINY"  OMHOLT 


Montana  State  Auditor 


EVO:eh 
end. 
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THE  INSURANCE  AND  SECURITIES  DEPARTMENTS  WERE  CREATED  FOR  THE  PROTECTION  OF 

THE  CITIZENS  OF  MONTANA.    USE  THEM! 


The  Montana  State  Auditor  concurs  with  your  recorrriendation 
8.   It  is  our  belief  that  payments  to  retirement  systems  should  be 
made  at  the  time  specified  by  statute,  and  unless  these  statutes  are 
changed  by  the  1981  Legislature,  as  contenplated,  the  State  Auditor 
will  implement  the  necessary  changes  within  its  system  to  assure 
pa^mionts  are  made  as  specified. 
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